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A Banker’s Diary 


TuE City in this past month has hailed a new Governor of the Bank of England, 
and has prepared itself to say good-bye to Lord Catto. It has done so in the 
knowledge that Mr. Cameron Cobbold, who assumes the Chair 

The New on March I next, succeeds worthily to the great tradition of 

Governor Bank Governors in the present century. Mr. Cobbold, now 44, 

will not only be the youngest Governor for more than a hundred 
years, but also the first to graduate from the ranks of the Bank itself, being 
one of the first of the group of full-time directors and advisers which Mr. 
Norman created within the Bank in the thirties. Mr. Cobbold joined the Bank 
as adviser in 1933; five years later, when only 34; he was elected to the Court 
as an executive director. He became Deputy Governor in 1945. 

Thus has the seal been set upon the gradual transition from the ancient 
tradition of short-term and part-time governorships held by merchant bankers 
of the City who continued to act for their firms even during their tenure of the 
Chair. That tradition was, of course, decisively ended by Lord Norman’s long 
and strenuous term, and it is no more than a coincidence that Lord Catto’s 
appointment rather more than four years ago should have represented so happy 
a blend of the old system and the new. On the one hand, his pre-war career 
embraced important activities in merchant banking. On the other hand, while 
he joined the Bank as Governor without having previously served within it, he 
came with a ripe experience of its activities gained in five years of full-time 
service as financial adviser to the Chancellor. This, as it turned out, was the 
perfect preparation for the unique role he has been called upon to play, in 
piloting the Bank so surely and smoothly through the formative phase of its 
new legal relationship with the State. 

This signal achievement, in years of ‘‘ unprecedented financial and economic 
difficulties ’’—as he himself describes them—entitles him to feel that the task 
he set himself has been handsomely and fully accomplished. His impending 
departure from the Bank into well-earned retirement is not less regretted for 
having been generally expected. After the heavy demands made. upon him 
continuously since 1939, his acceptance of reappointment upon nationalization 
of the Bank in 1946 was known to be inspired by a sense of duty to ensure a 
smooth transition. The good wishes of the City will go with him, and will 
reach out, too, to welcome and support Mr. Cobbold and the new Deputy 
Governor, Mr. D. G. M. Bernard. 


THE Chancellor evoked some surprise last month by affirming, in his speech 
at the Bankers’ Dinner at the Mansion House, that the ‘‘ main structure of 
the Budget ” has not been affected by the recent increases in 


Budget expenditure on defence and on food subsidies and “ one or two 
Surplus other possible increases’’. He expects revenue to reach 
Still estimate, and declared that the additional expenditure ‘‘ should 


Intact? not make any very important changes in the total surplus, 
though there may well be some reduction ”’. This is reassuring, 

though it implies that the new measures for defence will cost less in this fiscal 
year than had been generally assumed—unless, of course, the international 
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situation were to compel still further precautions. Even virtual maintenance 
of the budget surplus does not mean, however, that the prospective disinfla- 
tionary equilibrium in the nation’s capital budget as a whole is equally unim- 
paired. The Chancellor rightly claimed that ‘a measure of disinflation has 
brought our economy to a more comfortable point ’’, and adduced in evidence 
the slackening of the rise in wages and prices. Unfortunately, there has been 
an even more noticeable slackening of the rise in the total volume of production. 
Moreover, the official programme, as set out in the new White Paper (Cmd. 
7545) on European Co- -operation, conte mplates only a modest further rise in 
manufacturing output in the year to mid-1949. This slackening, which dates 
from the end of 1947, reflects the absorption of post-war releases of man- power, 
so that there is additional reason to deplore the obstinate slugg sishness 1 in the 
redeployment of labour. This, as Sir Stafford rather mildly put it, “is not 
proceeding as rapidly as we had planned’’. In the circumstances, Britain's 
programme for 1948-49 is obliged to admit that “ there is no scope to accelerate” 
U.K. investment, even though consumption will be no more than maintained 
at its present level. 

Meanwhile, it is now officially estimated that investment is running at 
£2,000 millions a year, or £200 millions beyond original estimate—which is 
precisely the excess for which THE BANKER allowed last May. But this un- 
covenanted inflationary pressure is not being absorbed by any corresponding 
error in the official forecast of the external deficit, which this year seems unlikely 
to surpass estimate by more than {50 millions. In other words, there is a 
prospective gap in the capital account of {100 to £150 millions, before allowing 
for any shortfall in the Exchequer surplus. A gap of this size would not, 
perhaps, exert any large inflationary pressure. But the possibility of a still 
wider gap cannot be ignored, and, in any case, it is clear that the present disinfla- 
tionary policy has lost such power as it possessed to enforce any worth-while 
re-distribution of man-power. 

In future, it seems, the critical export drive will have to face a two-pronged 
increase in resistance. On the one hand, production for export will no longer 
be readily augmented by a strong expansion of total output, yet cannot count 
upon disinflationary pressure to concentrate the limited labour force upon the 
most vital objectives. On the other hand, resistance in overseas markets is 
likely to rise steadily. As the Chancellor himself has said, “‘ we shall have our 
job cut out to maintain the present volume of exports, let alone increase it” 
Significantly, the target for the twelve months to mid-1949 has been fixed at 
137 per cent. of 1938 volume, which is actually a fraction below the provisional 
figure for the third quarter of 1948. 


WitH such a prospect ahead, it is perhaps not surprising that a few voices 
should again have been raised to complain at the ‘ excessive ’’ level of the 
investment programme. It is a little disconcerting, however, 

Too Much to find that this is apparently the view of the Governor of the 
Investment ? Bank of England. With one or two notable exceptions, 
economists hav e been almost unanimous in their protests at 

the inadequacy of the re-equipment and maintenance permitted to industries 
outside the main programmes, such as those for steel and electricity ; they had 
hoped for important relaxations in these directions—despite the Government's 
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determination not to contract the housing programme. Lord Catto, in his 
frank speech at the Bankers’ Dinner, did not directly dissent from this view ; 
but the mere omission seemed to imply dissent, for he voiced plainly his fear 
that the programmes as a whole are outrunning available resources and said 
that ‘‘ we must cut our coat to suit the cloth ” lest disinflation be “‘ upset ’’. 

While it is impossible to accept the general implication, Lord Catto’s 
specific criticisms have evoked a widespread response. Many people have 
long doubted whether all the projects within the programmes are justifiable 
in the tight conditions of the moment. On this aspect, Lord Catto’s vantage 
point gives his opinion very great weight. Having observed that some schemes 
are costing two and even three times the original estimate, he wonders whether 
“these high-costing capital projects may not be too ambitious and whether 
they will be fully competitive in any period of setback”’. Beyond doubt, 
there is need for a careful combing of the whole programme to root out the 
weaker projects and make room for the many important schemes now held 
back. But the criterion should be strictly one of economic merit ; it should 
not embrace the other test to which Lord Catto referred—the question whether 
investment outlays can be financed without sustained recourse to bank 
advances. There is no need to stress in these columns the undesirability, in 
principle, of such a method of finance. But in conditions of such economic 
stringency on the one hand and of international uncertainties on the other, it 
is idle to suppose that a sufficient investment can take place without a large 
recourse to bank finance. 


THE Council of the Organization for European Economic Co-operation had a 
great deal of ground to cover in the few days’ meeting which ended in mid- 
October. Its primary task was to approve the whole European 

Distribution Recovery Plan for the year to June 30, 1949—a task which 
of involved formal sanction of the scheme for distribution of 

Marshall direct aid from the United States and that for indirect mutual 

Aid aid within the group of participant nations. This in turn 
involved agreement on the broad outlines of the new intra- 
European payments scheme and on the new rules of commercial conduct. The 
Recovery Plan for the first Marshall year involves five main features. They are: 
(1) a marked increase in the production of agricultural and industrial goods, 
(2) a considerable increase in trade between member countries, (3) an improve- 
ment in the supply of basic consumer goods, (4) the restriction—subject to a 
few exceptions—of dollar imports to goods essential for the recovery pro- 
gramme, (5) an increased production of machinery. 

The report on the approved plan goes into considerable detail on the 
specific increases in European production and trade that are anticipated. The 
most striking are those for iron and steel and cereals—a 68 per cent. increase 
on 1947-48 output is planned for pig iron, 50 per cent. for steel, and 45 per cent. 
for bread grains. Although substantial savings in dollar imports are expected, 
both as a consequence of higher production and of larger European trade, the 
deficit of Western Europe with the dollar area will still be about $220 millions 
greater than the $4,875 millions total of Marshall aid. To the extent of this 
excess, therefore, the Marshall countries will have to dip further into reserves 
in order to balance their dollar accounts in the first Marshall year. 
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The new intra-European payments scheme is expected to provide the 
basis for a 25 per cent. expansion of trade within Europe—from $5.8 billions 
to over $8 billions. The payments agreement which will govern the mechanism 
by which that trade will be financed sets out in detail the sums which creditor 
countries are to make available to debtor countries ; these relationships are 
shown in a table reproduced on page 131 of this issue. The new payments 
scheme was ante-dated to come into operation on October 1. It will be operated 
by the Bank for International Settlements in Basle. This institution will 
automatically make what are known as “category one’’ compensations. 
These are the compensations, of the debits and credits arising out of intra- 
European trade and all drawing nghts under the payments scheme, which 
merely involve all-round cancellation of debts. “‘ Category two’ compensa- 
tions, which involve an increase in one country’s claim on another, will require 
the consent of all countries concerned. Britain has thus gained her point 
that drawing rights under the payments scheme should not be transferable if 
their transfer rability holds the threat of gold losses. The agreement makes 
provision for maintenance of adequate working balances and takes precautions 
against unduly rapid utilization of the drawing rights. A few months will be 
needed before the scheme gets into its stride. But its operation will be in good 
technical hands and there can be no doubt that the scheme as a whole represents 
a welcome advance towards the goal of free convertibility of European 
currencies. 


THE principles of commercial policy which have been approved by the Council 
cannot be regarded as much more than a considerably diluted version of the 
International Trade Organization rules. Indeed, it was 

O.E.E.C. evidently thought desirable to avoid undue precision on the 

Trade trade rules and to confine them to a general statement of basic 

Rules principles. Thus it is now emphasized that the basic objective 

of these rules is the wise utilization of the resources to be made 

available under the new payments scheme. The agreement states that: “ It 

is desirable that the development of trade should be along lines which will 

facilitate orderly progress towards multilateral trading. It is therefore necessary 

that the commercial policies followed by the participating countries should 

aim both at the restoration of their external equilibrium and at a rationalization, 
as well as an increase, in the flow of inter-European trade ”’ 

For the purpose of defining the principles, the participating countries are 
divided into three groups—(a) “net creditor”’ countries, in substantial surplus 
with the other participants, (6) “‘ net debtor ’’’ countries, those in substantial 
deficit, and (c) “‘ intermediate ’’ countries, more or less in balance. The general 
statement of principles then provides (1) that all countries should maintain 
normal exports necessary to the recovery of other participants and should 
increase such exports if this will enable the other participants to obtain in 
Europe goods which are otherwise obtainable only for dollars; (2) that the 
net debtor and intermediate countries should do their best to increase their 
current exports to the net creditor countries in order to reduce the prevailing 
disequilibrium as much and as quickly as possible ; (3) that the net creditor 
and intermediate countries should buy from the debtor countries additional 
goods and services as freely as is reasonably practicable in order to reduce 
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disequilibrium ; (4) that the net creditor countries should make use of the 
new resources to be made available under the scheme for the purchase of goods 
necessary for recovery. This appears to imply, though it does not say so in 
so many words, that “ tied sales ’’, i.e. steel-cum-azalea transactions, are to be 
discouraged. There is, however, an interesting escape clause in this section 
to the effect that “it is not intended that the application of these principles 
should jeopardize vital economic interests in any participating country”’. If, 
therefore, the growing of azaleas can be shown to be a “ vital economic 
interest ’’, much of the force of this clause will disappear. Finally (5) net 
debtor countries should exercise, in their external expenditure, the maximum 
of economy compatible with their economic recovery. 

Since the formulation of the trade rules has been left in such vague and 
undefinable terms, the O.E.E.C. has had to turn itself into a tribunal which 
will receive complaints of alleged transgressions of the enunciated principles 
and which will gradually build up, on the basis of its decisions, a body of case 
law which can then be used to formulate subsequent commercial behaviour 
and to give greater precision to the definition of these principles. The com- 
mercial rules are not intended to modify the application of the existing trade 
agreements between participating countries ; they therefore safeguard all such 
practices as existing discriminations and preferences 


The agreement reached by O.E.E.C. on this vast sail. much of it highly 
contentious, is a hopeful augury for the future of European economic co- 
operation. The next great task to be tackled is the formulation and integration 
of the nineteen long-term programmes in which the participating countries will 
show how they propose to attain solvency yrs the Western Hemisphere by 
1952-53, the first post-Marshall year. The dead-line for the presentation of 
these programmes is November 1. Only ae countries, one of them Britain, 
have done their home-work so far. Heroic efforts will be needed to save the 
time-table. 


THE Chancellor of the Exchequer filled a crowded schedule in his recent visit 
to North America. In Ottawa he kept his discussions at the highest and most 
general level—no less than the future trading and financial 
The relationships between Canada and the United Kingdom. He 
Washington had a tough assignment in his attempts to prove that ultimately 
and Ottawa the traditional pattern of trade on which Canada lived—and 
Visits on which she still lives to-day, but only because of Marshall 
dollar off-shore purchases—will return and endure in a normal 
setting. Canada appreciates Britain’s present plight, but is not easily re- 
assured by general promises that Britain is still intent on restoring multilateral 
trade and convertibility of sterling. There is a tendency in Ottawa to look 
askance at the long string of bilateral commercial agreements which Britain 
has been negotiating, and to ask how far the commitments to export given 
quantities of specific goods to Buitain’s bilateral partners are hampering the 
unplanned flow of British exports to Canada. The fact that the Chancellor’s 
reassurances on this and other related points carried rather less than complete 
conviction is suggested by the tardiness the Canadians are showing in releasing 
the $240 millions unspent balance of the Canadian credit. 
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From Ottawa the Chancellor travelled to Washington, where he attended 
the Bank and Fund meetings and had ample opportunity to discuss with 
members of the U.S. administration the many problems that face the two 
countries. He saw the final touches but one put to the E.C.A. loan agreement 
—the last outstanding point has, happily, been settled since his return. He 
convinced the Americans that it would be undesirable to insist on excessive 
transferability of the sterling which will go into European circulation as a 
result of the new European payments scheme. He skated delicately around 
the problems left outstanding by the virtual tearing up of the 1945 Loan 
Agreement and felt that it would be pointless, in present circumstances, to 
renegotiate this Agreement. From the Bank and Fund meetings he brought 
back an impression of the useful réle these institutions may play when more 
normal conditions have returned and the abnormalities of the Marshall Plan 
have disappeared. 

On his way home the Chancellor spent a few days in New York, where he 
mixed with the banking and commercial community. He found there a 
good deal of criticism of the proposed nationalization of the British steel 
industry. This he met with the sound tactics of attack being the best means 
of defence, though with the less sound arguments that the steel industry is 
nothing more than a private monopoly and that the scale of the development 
plans before it requires the provision of Government capital and, therefore, 
Government ownership. The Americans who swallowed this must have been 
gullible—and un-American. 


THE remark by Sir Stafford Cripps some weeks ago that Britain’s total alloca- 
tion of Marshall aid was about equal to the current annual rate of drain on 
sterling area reserves had prepared people for a more heartening 
Dollar quarterly gold statement last month, and they were not dis- 
Drain appointed. The total drain in the third quarter of the year, 
Slackens before taking account of E.C.A. reimbursements, was £76 
millions, compared with £107 millions in the second quarter 
and £147 millions in the first. Moreover, the slackening of the rate of fall in 
the actual gold and dollar reserve was somewhat more marked than this 
decline in the expenditure. Although, for the first time, E.C.A. reimbursements 
were the only offsetting credits, they provided more than the total credits 
for the second quarter. Their actual amount was £41 millions, compared with 
£22 millions in the initial E.C.A. period. Hence the gold reserve dropped by 
£35 millions, to £437 millions, which compares with {£552 millions at March 31 
last. 

The actual reserve is therefore well below the level of ‘‘ at least £500 
millions *’ which the Chancellor recently declared to be the minimum that must 
be maintained throughout the E.C.A. period. But, owing to the lag in 
E.C.A. reimbursements, reserves in the till now give a somewhat misleading 
impression. Aid allocated for the second E.C.A. quarter (i.e. the period to 
September 30) totalled £83 millions, compared with £100 millions in the first 
quarter ; of this £183 millions, only £63 millions was received during the half- 
year. It would perhaps be imprudent to assume that the whole balance of £120 
millions of these provisional allocations (which embrace E.C.A. loans as well as 
grants) will in fact be received ; but part of this sum, representing reimburse- 
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ments of approved expenditure incurred during the period, can reasonably be 
regarded as part of the gold reserve—at least for the immediate purpose of 
determining measures of dollar economy. But, apart from the complications 
involved in these time-lags, it needs to be borne in mind that, on a somewhat 
longer view, E.C.A. will suffice to prevent a further draining away of the vital 
reserves only if the promised aid is received in full—including the portions 
conditional upon Britain’s aid to Europe. In short, it is urgently necessary, 
despite the improvement in recent months, to reduce still further the rate of 
net dollar expenditure. 


Press comment on the September banking figures, which showed the first 
significant rise in net deposits since June, regarded them as a rather disquieting 
confirmation that the disinflationary programme has gone 

Credit sadly awry. Without prejudice to the major question, it ought 
Expansion to be said that this particular argument is a good illustration 
Resumed ? of the dangers of trying to draw any firm conclusion from the 
monthly figures without more searching analysis than they 

ordinarily receive. It is too soon to judge whether the rise in advances implies 
a resumption of the recently arrested upward trend, for two-thirds of the 
expansion occurred in the National Provincial Bank. The total, however, 
accounted for only £15 millions of the £40 millions jump in net deposits. As 
there was another small fall in investment portfolios—by £2 millions—it may 


September, Change on: 

1948 Month Year 

£m. £m. £m. 

Deposits gia a sta det 5950.0 + 47.4 + 334.9 
Net Deposits * .. 5% me 5771.0 + 39.5 + 315.2 

%t 
oO 

Cash .. ne ia a Re 490.3 (8.24) - §&.2 + 25.4 
Money Market Assets sd me 1196.2 (20.1) + 12.5 — 33-7 
Call Money aa ss a 489.7 (8.2) + 1.2 + 17.5 
Bills ae i = sia 706.5 (11.9) + 11.2 —- 51.2 
Treasury Deposit Receipts .. oe 1344.5 (22.6) + 22.0 + 151.5 
Investments plus Advances .. ote 2813.7 (47.2) + 12.8 + 172.0 
Investments a se os 1472.2 (24.7) - 2.1 — 22.5 
Advances rat a rr 1341.5 (22.5) + 14.9 + 193.0 


Ratios of assets to published deposits. 


tr 


*After deducting items in course of collection. 


be presumed that some £27 millions of the month’s credit expansion was 
required, directly or indirectly, for Government finance. This is in fact a 
smaller requirement than the Revenue returns for the nearest corresponding 
period would have led one to expect. The total apparent need for new bank 
finance was well over £70 millions—minus whatever portion of the sterling 
counterpart of Britain’s total overseas deficit (? £25 millions) was received by 
the Exchequer against sales of dollars or by net borrowings of sterling balances. 

Despite the complications of these below-line and undisclosed factors in 
the equation, it happens that this month the increase in the Treasury’s actual 
demands on the banks can be explained by changes, partly seasonal and partly 
fortuitous, in the ordinary above-line items. In the four weeks to September 18, 
Inland Revenue (strictly so-called) and customs and excise produced some 
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£62 millions less than in the previous four weeks, £48 millions of this fall being 
attributable to excise. Supply expenditure rose by {£15 millions, but this 
increase was more than offset by a reduction in the month’s charge for the 
national debt. But for these changes in revenue, the Treasury in this particular 
month would have actually been able to repay sufficient debt to the banks 
to enable them to meet the month’s net demands for advances and still show 
a fall in net deposits. 














THE first cycle in the complicated accounting of ‘‘ Marshall’’ sterling was 
completed early last month, when the American authorities gave permission 
for the first transfer of funds out of the Treasury Special 

Marshall Account at the Bank of England. This account, as the Sep- 

Sterling tember issue of THE BANKER explained, was established in 

Released = early August, at which time it was expected that the releases 

would quickly follow each credit, so that the outstanding 
balance would always be relatively small. In fact, agreement upon the 
precise technical procedure proved rather more difficult than had been expected, 
and by September 29 the sum accumulated had reached £53.6 millions. The 
first release, amounting to £50.1 millions, related to funds deposited up to 
September 10, and was authorized for the purpose of debt redemption. 

The consequential accounting at this final stage followed the procedure 
outlined in these columns two months ago. Up to the moment of the USS. 
authorization, the sterling counterpart of the E.C.A. dollars received by the 
Treasury in reimbursement of its earlier dollar outlays eligible for E.C.A. 
grants was, in effect, held on a suspense account—first by the Exchange 
Equalization Account, then by the Paymaster-General and, finally, in the 
Treasury Special Account. Thus, although the real redemption of debt due 
by the Treasury to the banking system had taken place at the time when the 
Treasury sold the original dollars to British importers, no formal reduction 
was made in the total “of the national debt until the “‘ suspended ”’ funds were 
released. The transfer to the Exchequer was first shown in the Revenue 
return of October 9, which included a new below-line entry “ Receipts under 
Article 4 of the Economic Co-operation Agreement ’’ ; the due use of these 
funds in retirement ot debt was shown in the corresponding fall in “ Other 
Debt—Internal ’’—the item which includes the special interest-free Treasury 
Notes against which the Treasury nominally borrows: from the Bank of 
England to finance its transfer to the Special Account. 


The final agreement on procedure contained one unexpected feature. 
Under the main E.C.A. agreement, it will be recalled, the segregated sterling 
may be used, by ad hoc agreement, not only for debt redemption, but also for 
various projects involving capital outlay. It had been thought that, when 
once the funds had been appropriated to debt redemption, they could not 
thereafter be used again. But it has now been decided that if the balance on 
the account at any time should not suffice to meet agreed projects, the British 
Government would, so far as necessary, re-create the debt which has been 
redeemed. Thus the possibility that this device of segregation may eventually 
have real, as distinct from purely nominal, effects on Britain’s economy has 
not been, and will not be, removed by releases of the kind authorized last month. 


































The Floating Franc 


AST month, soon after the end of the meeting of the Governors of the 
[international Monetary Fund in Washington, France decided to retrace 

some of the unfortunate steps taken last January to establish a system 
of multiple exchange rates. That system was adopted in defiance of the 
Fund’s recommendations, and in consequence France lost its right of access 
to the facilities of the Fund. That, however, was no effective sanction, since 
all countries in receipt of Marshall aid have been told to keep away from the 
Fund so far as purchases of U.S. dollars are concerned. Though the problem 
of multiple rates was undoubtedly raised during the recent discussions in 
Washington, the timing of France’s action was probably due to developments 
much nearer home. 

Ever since the last devaluation, the French economy has been moving 
inexorably towards yet another realignment of the exchange value of the 
currency. Prices and costs have been mounting steadily, further wage 
increases are still being granted as part of the price for a precarious social 
peace, the budget is still in disequilibrium. The fall in the internal purchasing 
power of the franc has more than overtaken last January’s $0 per cent. depre- 
ciation of its external value—reckoned merely at the official rate. Moreover, 
France had begun to suffer severely from the development of multiple 
exchange rates through the officially-recognized free market in hard currencies 
which was an integral part of the devaluation plan. The illicit profits which 
use of the differential rates made possible for French arbitrageurs in com- 
modities were, for the most part, salted away in the hard currencies which 
they were earning. While many of the dollars and Swiss francs thus earned 
failed to reach the F rench authorities, the sterling which provided the counter- 
part of these commodity arbitrage transactions came out of French reserves. 
One of the most direct results of the system of multiple exchange rates in 
France has therefore been a more rapid diminution of French reserves of 
sterling than had been expected. The French authorities therefore had a 
direct incentive to remove these practices, against which members of the 
Fund, and Britain in particular, had complained so long and so bitterly. 

A further influence upon French policy is probably to be discovered in the 
negotiations that preceded the intra-European payments plan. Under that 
scheme Britain is easily the largest contributor and France easily the largest 
recipient. It would be reasonable to assume that in this juxtaposition of rdéles 
Britain may have found stronger arguments than she possessed earlier this 
year to convince France of the rightness of the British view on multiple cur- 
rency practices. 

Be that as it may, almost simultaneously with the announcement of the 
intra-European payments scheme, France decided to recast her foreign 
exchange arrangements. To explain the new set-up it is desirable first to 
recall, briefly, the position that emerged from the measures of last January. 
These created three tiers of exchange valuations (disregarding, of course, the 
various black market rates for bank notes, which will continue to flourish 
whatever may happen). First, there were the official rates of 214 francs to 
the dollar and 864 francs to the {, with other currencies lined up correspondingly 
at the official parities notified to the I.M.F. Secondly, there was the free market 
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which the French authorities hoped at first to open to all currencies, but which 
in the event became limited to U.S. dollars, escudos and Swiss francs. On 
this free market tourists from the countries in question could exchange their 
currencies for francs, and French exporters to those countries could sell half 
the proceeds of their sales, the other half being compulsorily saleable to the 
Bank of France at the official rate. There was thus a third tier half-way 
between the free and the official rates ; these ““ mean ”’ rates were the effective 
commercial rates for French exports to the three countries in question. The 
free rate for the dollar settled down after the devaluation at about 305 francs 
and gradually eased to about 313 francs. Because the non-essential imports, 
for which exchange had to be secured at the free rates, were strictly licensed, 
the free market obviously became a rigorously controlled market in which 
most of the buying of the hard currencies sold by tourists and French exporters 
came from the French Government. 

The revaluation of the franc announced on October 16 does not do away 
with the three tiers. What it does is to admit to the intermediate tier, i.e. to 
the commercial rate calculated as an average of the free rate and of the official 
rate, all the currencies excluded from the free market and previously quoted 
only on the official market. Henceforth, the commercial rate for the franc 
expressed in any currency will be calculated each month on the basis of 
the official dollar rate, which remains at 214 francs (though in all other 
respects it is purely a museum piece), and on the free rate for the dollar as 
quoted in a specified period towards the close of each month. The free rate 
will be that at which tourists can sell their dollars and at which any capital 
remitted to France from the United States will be converted into francs. It 
is, in other words, meant to be merely a financial and tourists’ rate. The 
proceeds of French exports, whatever the country of destination, will no longer 
be saleable in part on the free market but will have to be remitted to the Bank 
of France and sold at the commercial rate, namely, the mean between the free 
and the official quotations. 

So far as exports to the United States and other hard currency countries 
are concerned, this will not involve any effective change, since the mean 
commercial rate in future will be arithmetically the same as the effective rate 
previously obtained by selling half the export proceeds on the free market 
and half at the official rate. There will, however, be an important difference 
for exports to all other markets. Their proceeds will also be saleable to the 
Bank of France at the new commercial rate—the rate equivalent, at the 
official I.M.F. parity for the currency concerned, to the commercial rate for 
the U.S. dollar. In other words, the whole of the sterling proceeds of French 
exports will be saleable to the Bank of France at the commercial rate for U.S. 
dollars multiplied by 4.03. This device certainly appears to meet the objections 
that have been raised about the toleration and encouragement of multiple 
exchange rates in France. In principle, since all commercial transactions must 
now take place at a uniform (though fluctuating) rate in a single ‘‘ market”, 
there will no longer be scope for commercial arbitrage between the still existing 
tiers of rates. In future, the commercial rate at which all French exports will 
be invoiced should conform to the scale of parities notified to the International 
Monetary Fund and this should put a stop to most of the damaging practices 
and distortions of international trade that have derived from the system of 
multiple rates in the past. 
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The impact of the new arrangements on French imports will deserve 
special attention. Under the previous regime essential French imports from 
the three hard currency countries were paid for at the official rates. The fact 
that these were highly artificial rates was of little significance because the 
bulk of these imports were made through Governmental bulk purchases. 
Few private traders were entitled to share the adventitious profits created by 
this gross over-valuation of the franc. Inessential imports from the hard 
currency countries were intended to be paid for by exchange bought at the 
free rates. But since very few import licences were granted for such imports 
this free market hardly made itself felt as a factor in the French import situation. 
Imports from all other sources were paid for at the official rates and it was the 
differential between these import prices in terms of francs and the export 
prices arrived at by converting half the hard currency proceeds on the free 
and half on the official markets that caused the distortion of trade so bitterly 
complained of by the “ soft currency’ countries. Under the new regime all 
imports will be paid for on the basis of the mean commercial rate. This means 
that the franc has in effect suffered a real and substantial devaluation for 
purposes of import payments. All essential imports will henceforth cost more 
in terms of francs, the immediate increase being of the order of 23 per cent. 
The sole and somewhat intriguing exception to this will be in the import of 
inessentials from hard currency countries which previously had to be paid for 
at the free market rate and now, if they occur at all, will be paid for at the mean 
commercial rate. For inessential imports, therefore, the franc has not been 
devalued, but, on the contrary, given a higher exchange value. This fact 
may prove of little practical importance since it is to be hoped that the French 
authorities will refuse to give licences for such imports. But the paradoxical 
dichotomy of this aspect of the realignment of the franc is certainly worthy 
of note. 

Approval of the changes—notably for their assault upon multiple practices 
—must, indeed, be strictly qualified. First, there is much more than symbolic 
importance in the fact that the effective commercial rate for the franc is now 
a completely floating rate. The pretence of an official parity has disappeared. 
The official rate is now merely one of two factors in a calculation. Whatever 
discipline may have been imposed on the French authorities in the past by 
the knowledge that inflation might compel overt revision of the parity, has now 
disappeared. Admittedly, the financial authorities in France have shown no 
undue inhibitions from this fact in the recent past. None the less, something is 
certain to be lost now that the parity has virtually disappeared. The benefit 
of every doubt will be given to the easier alternative of Jaisser-aller and 
expansion. 

Secondly, it is evident that the new system does not sufficiently correct the 
over-valuation of the franc on the exchange market. The alignment of exchange 
rates for the softer currencies will, of course, go some way to reduce the dis- 
parity where it was most pronounced. It may, for a time, help to encourage 
French exports to sterling countries and increase the attractiveness of British 
tourism in France. But if, as is all too likely, inflation has further headway to 
make in France—and another wave of steep price increases has already occurred 
—the prospect is that the over-valuation of the franc will tend to increase 
vis-a-vis all currencies. The free rate may tend to move in rough accordance 
with the true parity, though even this is open to doubt in view of the narrow- 
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ness of this market and the degree to which it can be controlled by the French 
authorities. The commercial rate, however, will be mid-way between this free 
rate and the now wholly anachronistic official rate: that is to say, given the 
stability of the official rate, only half the amount of any “ true ” de preciation 
(as indicated by the free rate) will be allowed to exert an effect on French trade. 
It follows that the greater the inflation in France the greater will be the margin 
between the two factors used in calculating the commercial rate and the 
greater will be the over-valuation reflected in that commercial rate in relation 
to the true economic parity. By this scheme, therefore, France appears to be 
securing the worst of both worlds ; a floating standard, but one condemned to 
float indefinitely within a range that will consistently over-value the franc. 

Nor can it be assumed that the new system effectively ousts the more 
offensive multiple exchange practices. The free market remains, and will in 
theory be a narrow market; but far greater importance will henceforth 
attach to its movements. Ostensibly, the operations in it are restricted to 
financial transactions and tourist sales. li, however, the france continues to 
depreciate and if, therefore, the margin between the commercial rate and the 
free rate widens per over-valuation increases, the temptation to divert to the 
free market operations which, by strict definition, should be transacted in the 
commercial market, will increase to a point at which it may become irresistible ; 
operators in France have little to learn of the technique of deviations of this 
kind. The operation of the new system will therefore need to be scrutinized 
with special severity ; but, as recent experience has shown, the role of strict 
scrutineer is not one for which the exchange control machinery in France has 
proved itself well fitted. 

{t should be emphasized, too, that the completely unofficial market for 
bank notes and travellers’ cheques will no doubt continue to operate in France 
as actively and blatantly as ever. This is not a tolerated market, but the 
turnover which it has accommodated is sufficient to raise it to the status ofa 
recognized and appreciable part of the foreign exchange system in France. 
The rates quoted in this market for notes have re flected a far lower value for 
the franc than even the tolerated free market for the three hard currencies. 
The dollar is now quoted in the unofficial market at 480 francs against the 
free rate of 313. This, moreover, has been a market in which all important 
currencies have been quoted and where the resultant cross-rates have been 
left to the play of completely unfettered operations of buyers and sellers. The 
short experience since the latest realignment of the franc does not suggest 
that this unofficial market will disappear. On the contrary, the civil disorders 
in France have given it renewed impetus in the last few weeks and the margin 
between the rate quoted for dollar notes and the free market rate for the dollar 
has widened. If France is in earnest about mending her ways in disorderly 
exchange practices, the activities of this unofficial market in notes and travel- 
lers’ cheques will have to receive far more severe scrutiny from the authorities 
than has been given to them hitherto. 

The conclusion to be drawn from this latest turn of the wheel of exchange 
affairs in France is that no really satisfactory solution of the problem is possible 
so long as the underlying monetary conditions are so chaotic and uncertain. 
There can be no denial of the French contention that in prevailing circumstances 
no fixed parity for the franc can be notified. The International Monetary 
Fund has recognized the principle that where domestic conditions are basically 
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unstable — as, for example, they have been in Greece —- nothing can be 
gained by attempting to define and notify an official parity to the Fund. 
Those conditions apply in France to-day, and no parity that could be calculated 
would offer the slightest promise of endurance. No satisfac tory solution of the 
problem of the French exchange and of subsidiary issues such as differential 
rates can be expected until the basic conditions in France have again returned 
to reasonable stability. 

The multiple exchange problem, of which France has provided so clear an 
illustration, spreads its tentacles well beyond the frontiers of France and other 
countries which tolerate these practices. The problem, in fact, is one which 
outstrips the province of the International Monetary Fund in a manner which 
those responsible for the Fund agreement and for the later elaboration of its 
rules can never have suspected. The damage done by multiple currency 
practices is most apparent where those practices are most openly tclerated. 
But there are countless instances of arbitraging in commodities which have all 
the character of multiple currency practices yet never contravene the letter 
of the I.M.F. agreement. 

One example will suffice to show how operations of this kind are transacted. 
A Dutch purchase of rubber in Malaya was arranged for shipment to Rotterdam. 
The documents were duly drawn up, marking the contract c.i.f. Rotterdam. 
Soon after they left Singapore, however, the. goods were transhipped to the 
United States. The amendment of the documents caused no difficulty. The 
Dutch shipper, having sold the rubber at a highly competitive price, used the 
dollar proceeds of the sale to buy sugar, a scarce commodity, in the United 
States. This sugar he had no difficulty in selling to Norway against sterling, 
and at an appreciably higher price than the equivalent of the prevailing dollar 
price calculated at the official rate of 4.03. Since Norway and Holland are in 
the transferable account group, no difficulty presented itself in transferring 
the sterling paid for this sugar from a Norwegian to a Dutch account. The 
Dutch merchant operated on the basis of a sterling credit duly sanctioned by 
the Netherlands Bank ; that institution at no time tolerated multiple currency 
practices. It was perfectly satisfied to find the credit duly repaid at the end 
of the circuitous transaction—and to find its sterling reserves augmented by 
the amount of the operator’s much larger sterling profit than could normally 
have been earned on merchanting business of this kind. 

To multiple currency practices of this type—practices veiled in commodity 
arbitrage—remedial measures of the kind introduced by France last month can 
offer no reply. They are the product of a two-fold scarcity, scarcity of certain 
essential materials, such as sugar, steel and fats, and scarcity of U.S. dollars. 
Greater protection against the consequent diversion of trade from its normal 
channels would be provided by a tighter control of sterling exchange and by 
greater restrictions on the multilateral use of ste rling. But it wound clearly 
be undesirable to attack these practices by resort to such restrictions. The 
scarcities of materials are bound to disappear, while the scarcity of the dollar, 
unless cured by more normal developments, must sooner or later find its 
response in a general upward revision of its value in terms of other currencies. 
Meanwhile, it would be well to hold on to the remaining vestiges of sterling’s 
trappings as an international currency and to use such influence as Britain 
possesses to remove, as France is trying to do, the worst and most blatant 
versions of multiple exchange systems. 
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The Australian Prospect* 
Import Restrictions — or Dollar Loans ? 


By Professor D. B. Copland 


(Vice-Chancellor of the new Australian National University, Canberra) 


ONETARY expansion in Australia during and since the war has tended 

to mask the real facts of her economic position and has created an 

illusion of prosperity. Basically, however, the position is not so different 
from that of the twenties as most people would like to believe. In particular, 
the country’s prosperity is still linked with the volume and value of exports, 
especially of primary products. 

There are, however, certain factors which both distinguish the present 
situation from that of the twenties and mitigate the extent of the adjustments 
required. In the first place, Australia came through the war with a well- 
managed economy, having greater elements of stability than most other 
countries. Secondly, before and especially during the war, she greatly reduced 
her financial dependence upon the outside world. Between 1931-32 and 1938-39 
the total overseas debt was reduced from £ stg. 602 millions to £ stg. 591 
millions ; by 1946-47 the total was down to £ stg. 444 millions and the overseas 
interest burden to £ stg. 15} millions, in contrast with £ stg. 24.7 millions in 
1931-32 and £ stg. 20.6 millions in 1938-39. Thirdly, the war gave to Australia 
a more diversified industry and improved the efficiency of the basic industries. 
Thanks to these changes, Australia faced post-war rehabilitation with a 
confidence lacking in the pre-war decade. 


MONETARY EXPANSION—BUT LAGGARD PRODUCTION 


National income, which had been relatively stable at {£1,250 millions 
between 1942-43 and 1946-47, is now running at about £1,500 millions per 
annum. But the recent increase is mainly a monetary phenomenon—reflecting 
high export prices and incieased money incomes—and is not due to any great 
net increase in output. During the war Australia did not enjoy the very 
high export prices which obtained in the first World War, and this no doubt 
explains the relative stability of the economy until 1946. Taking the average 
of the three pre-war years as 100, export prices were 82 in 1938-39, II7 i 
1943-44 and 213 in 1946-47; but by the March quarter of 1948 they had 
risen to 332. On the same basis, wool prices in that quarter were 324, wheat 
500 and butter 204. For the first eleven months ot 1947-48 wool exports 
amounted to £136 millions, compared with an average of £51 millions for the 
three pre-war years ; wheat yielded £73 millions (compared with £21 millions), 
butter {19 millions (compared with {11 millions), and meat £20 millions 
(compared with {11} millions). The effects upon the national income of these 
increases in export prices should be compared with the combined effects of 





* THE BANKER is indebted to Professor Copland for permission to reproduce this condensation 
of his very informative—but also provocative—paper, ‘‘ Australia, 1948 ’’, which has just been 
published in Sydney by Messrs. Angus and Robertson. Values are in Australian pounds unless 
otherwise stated. 
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high prices and overseas borrowings in the twenties ; both sets of influences 
impart the same type of monetary expansion. 

In the past two years, the expansion stimulus given by high export prices 
has been reinforced by the rapid rise in wages and incomes. Factory earnings 
are now about 100 per cent. above pre-war, and employment is at an all-time 
record. In 1938-39 wages and salaries accounted for about £430 millions, or 
roughly 54 per cent., of a national income of {800 millions ; the corresponding 
figures now would be about £850 millions, or 57 per cent. of a total of £1,500 
millions. Moreover, wages and salaries have risen by some 40 per cent. since 
1945-40—when, however, they were less than 50 per cent. of the national 
income. The “ monetary prosperity ’’ which this expansion reflects resembles 
that of the twenties ; yet the retail price level, despite its increase at a rate of 
nearly 10 per cent. per annum since June, 1947, is still only 40 per cent. above 
pre-war—having been held down, until recently, by price control and subsidy 
payments and by the war-time policy of wage pegging. A considerable post- 
war rise in money wages was therefore probably inevitable. But the combined 
monetary pressure of the rise in export values and wages has not yet had its 
full effect upon retail prices, which undoubtedly would have risen further 
even had Commonwealth control continued. The rate of increase in the 
second quarter of 1948 exceeded 10 per cent. per annum, and at the current 
rate the rise in the four quarters to June, 1949, would be about 123 per cent., 
which would carry the index to 50 per cent. above pre-war. But the recent 
abandonment of subsidies and the substitution of State for Commonwealth 
control will mean an even greater rate of increase, which in turn means further 
monetary expansion. 

This is a bad atmosphere in which to encourage the increase in production, 
the state of which is not altogether reassuring. Expansion of the old export 
industries has been retarded in recent years by acute shortages of labour and, 
to a less extent, of essential materials. Australia’s exports are still predomi- 
nantly rural in origin, and their output remains inelastic. In meat and butter, 
for example, the prospects for export expansion are not reassuring—partly 
because of increased domestic purchasing power and consumption. There is 
no evidence to show that the volume of exports of basic primary products has 
increased during or since the war ; while industries such as wool textiles, steel, 
machinery, food processing, which were expanded during the war, have since 
been prevented by shortages of labour and materials from taking full advantage 
of post-war export opportunities. These industries have been working much 
below capacity since the war. An important factor has been the shortage of 
fuel. An increase of about 30 per cent. in coal production since 1939 compares 
with one of over 50 per cent. in the numbers employed in factories. For some 
years, at least, economic development will be held up by shortage of coal 
more than by any other single factor. 

To some extent the lag in Australian production behind post-war needs 
results from the shortage of imported goods. Australia has large arrears of 
capital expenditure to make good, but more important than the fundamental 
shortage of capital equipment is the shortage of basic materials for using 
existing equipment at full capacity. Housing is a particular illustration of the 
inadequacy of capital expansion. At the present rate, the housing crisis will 
become almost a permanent feature of the Australian economy—which is a 
desperate prospect for the large-scale immigration started since the war. 
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But the effe ctive ness of this much-needed increase in the labour supply will 
be gr atly impaired by shortages of materials. In these circumstances, 
‘full’ employment is accompanied by a large labour turnover, high absen- 
teeism and low output, because of the frustration resulting from hokitenedes 
in materials. 

Thus the pressure of monetary expansion has coincided with an inelasticity 
of production much more marked than anything of the kind experienced in 
Australia before. The present le ve l of e mploy ment in Australia is in no way 
due to the new theory of “ full’ employment ; but it is part of that theory 
that compensating action should be taken when monetary expansion goes 
too far. Can Australia be said to have applied any real correctives over the 
past two or three years? Price control, rationing and other controls, the 
high level of taxation, and the sound budgetary position of the Commonwealth 
may be adduced as signs of virtue. But people clamour for a departure from 
the stern path, while at the same time deploring the inflationary forces ; and, 
in existing conditions, most of them would be hard pressed to prove that a 
reduction in taxation would be followed by an increase in output. 

Budgetary policy alone is insufficient to check inflationary pressure of the 
present magnitude and, unfortunately, the more scientific precepts of such 
policy are unlikely to stem the political tide in favour of tax reduction. In 
this matter, as in the political issues raised by price control and rationing, the 
forces of expansion are likely to lift, or to render largely ineffective, the 
remaining checks on inflation. But these checks are not enough, and in two 
vital respects no real correctives have been applied. In the first place, the 
high level of export incomes has been allowed to spill over into the economy, 
creating major monetary pressure—notably in the 1946- 47 season, before the 
withholding of some of the proceeds of wheat sales had its effect. Secondly, 
increased money incomes have followed, with very little restraint, the move- 
ment in export prices ; and the full force of these twin pressures has not yet 
been felt. 

There are three main alternative lines of policy for coping with a situation 
of excess demand and surplus spending power such as that obtaining in 
Australia and elsewhere since the war. At one extreme is the policy, adopted 
in the United States, of decontrolling in the hope of a quick response in pro- 
duction ; the other extreme is the policy, adopted by Russia, of tight economic 
control and direct monetary deflation. The third policy, adopted ‘by Australia 
in a partial and somewhat half-hearted manner, is a compromise between 
these two. As such, it depends for its success partly upon the response of 
production and partly upon voluntary discipline, neither of which conditions 
has obtained to the extent required. It may be claimed that the alternative 
policies have attained their immediate objectives, but this does not mean that 
either was superior to the compromise attempted by Australia and by other 
democratic countries ; in any case, there was no real alternative for Australia, 
and in terms of social justice the compromise policy has much to commend tt. 

3ut the policy has its defects. As has been shown, the response of pro 
duction and of investment outlays has been insufficient, yet at present no 
speedy remedies are available, so that restoration of equilibrium has been to0 
long delayed. The nature of this delayed adjustment can be illustrated in the 
sphere of prices. It may be claimed that the Australian retail price level is 
too low, but it will be hard to explain to the community that the rise now it 
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prospect reflects a policy of conscious adjustment and is the only means of 
finally eliminating the controls necessary in wai-time. It would have been much 
better to have recognized from the outset that a 1ise in prices was both in- 
evitable and necessary after the war, and could have been accomplished by an 
adjustment of money incomes without serious loss to the people. As it is, 
the rigid controls necessary to continue the stabilization achieved during the 
war proved to be politically impossible ; the rise in prices has been accompanied 
by a much larger increase in money incomes ; and prices will rise still further. 

It may be doubted whether, at the present level of production, these money 
incomes can be sustained, especially if demand for Australia’s exports weakens. 
The influence of export industry, though still predominant in Australia’s 
economy, need not be so significant as in the twenties—provided the general 
level of production expands. But with industry working far below capacity 
and output per man so low, the economy is still very greatly dependent upon 
the level of export prices. There is a fundamental disequilibrium resulting 
from lack of production in face of monetary pressure—a disequilibrium 
reminiscent of that of the late twenties which brought about the depression. 
There is nothing to suggest that this position will be greatly altered in the 
immediate future. If export prices remain high during the phase of con- 
tinuing increases in retail prices and money wages, the whole level of values 
and incomes will have become adapted to the highest possible position set by 
export prices. At present there are no checks on this process except the 
maintenance of high taxation and perhaps the inevitably less effective price 
control that will be established by the State Governments. Thus it is possible 
to argue that, despite the fine words about “ full employment ” and “ social 
control ’’, the devil still does his work when the going is good. The policy of 
compromise would then merely have protracted the process of adjustment 
without fundamentally altering its nature. 


No CASE FOR EXCHANGE REVALUATION 


With export prices so high and sterling balances so buoyant, considerable 
attention has been paid to the question of the exchange rate. It has been 
argued that an appreciatior of Australian currency in terms of sterling would 
deter monetary expansion by checking the rise in export prices and export 
incomes. This is certainly a valid argument ; were it the only one, the case 
for appreciation would be very strong. In the absence of effective checks to 
expansion by limiting public works expenditure and by segregating in a 
stabilization fund part of the increase in export incomes, currency appreciation 
would help to check the inflationary pressure. At least, had it occurred before 
the great increase in wages, it would have reduced the necessary monetary 
adjustments, by establishing closer relationship between costs in Australia 
and overseas. The case for currency appreciation before the 1947-48 export 
season was therefore strong ; but it may be doubted whether it was strong 
enough even then, and is certainly not so now. 

Many of the advocates of appreciation think only in terms of sterling and 
ignore the relationship to the dollar. Any rise in the Australian pound in 
terms of sterling must mean a rise also im terms of the dollar and, indeed, of all 
other currencies. If sterling fell in terms of dollars, it would undoubtedly be the 
wiser course to allow it to depreciate also in terms of Australian pounds. But 
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this is not the problem that has been under examination. It is the dollar 
relationship that now dominates our external financial] problems, not so much 
because our transactions with the dollar area are in themselves as extensive 
as those with the sterling area, but because the dollar area dominates internal 
financial policy. Australia has choser to meet the shortage of dollars by tight 
restrictions on dollar imports. It would be quite illogical, at the same time, 
to appreciate the currency in terms of dollars, thereby making dollar imports 
cheaper and dollar exports less profitable. The problems of adjustment and 
the burdens caused by the dollar shortage could only be aggravated by any 
such measure. That would have been true even before the inflationary move- 
ments in incomes and the increased costs imposed by the 40-hour week in 
the past year. It is even more true now. It is specious to argue that Australia 
was 1eally at any time in a position to enforce a policy of currency appreciation, 
and evea on economic grounds it would have to be rejected on balance. 

Currency appreciation is, in any case, inconsistent with the need for con- 
serving dollars. Before the war, Australia’s balance of trade with dollar 
countries was adverse, but as sterling was convertible into dollars the balance 
could be settled. Now Australia can no longer incur a dollar deficit without 
drawing upon the sterling area pool. It is necessary either to obtain some 
alternative source of dollars or to eliminate the deficit. Australia so far has 
attempted the second course, yet there is still a deficit—although imports are 
largely restricted to essentials, which may have to be cut further. 

Deliberate restiiction of these imports will establish a protective barrier 
behind which Australian industry may develop whether it is efficient or not— 
except to the extent to which the United Kingdom and other sterling area 
countries can provide alternative goods and compete with Australian industry. 
But the sterling area itself has a limited capacity to export, so that dollar 
import restriction will undoubtedly stimulate “ protected industries” and 
possibly reduce efficiency in Australia. This does not promise the most efficient 
use of resources at a time of scarcity. Would there, in fact, be any control of 
resources, any attempt to prevent the establishment of uneconomic industries 
behind the dollar restrictions ? My judgment is against intensifying control of 
capital outlay. The restoration of a reasonably free economy demands that, 
so far as possible, resources should be obtained where they are cheapest and 
most efficient, and should be used for the most effective economic development. 
There is no doubt that dollar restrictions run contrary to this principle ; but 
at present many people may think this to be a real advantage. 

Discussion in recent years of full employment has shifted the emphasis of 
Australian economic thinking from the basic importance of the export industries 
to the problems associated with public investment, development of secondary 
industries and the level of wages. Yet Australia’s economy is still tied closely 
to the international situation through the volume and value of exports. The 
problem now is to find a way to avoid unduly severe restrictive policies ; the 
objective should be to expand production so that it may compete with efficient 
overseas production, whether in the domestic or international markets. A 
restrictive policy will not achieve this. Limitation of imports of essential 
materials and machinery will retard the export industries, while development 
of local production to supplant the banned imports will increase the amount 
of locally produced goods that impose “ excess costs’’ upon industry as 4 
whole and particularly upon export production. In the long run it would 
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probably be found that it would have been better to have taken the risks of 
some dollar shortages and to have concentrated more upon developing export 
production. 

Wuy Not Borrow DOo_tars ? 


So far it has been assumed that Australia will maintain her present dollar 
policy. The alternative policy of raising a dollar loan has been rejected for 
reasons which do not appear to have been publicly discussed. Australia could 
easily afford to borrow in the United States to meet part of her dollar shortage 
of essential goods, and might even raise a further sum in order to ease the 
dollar needs of Britain. Under such a plan, Australia would relax restrictions 
on imports from the dollar area of such essential supplies as cotton, petrol, 
paper and newsprint, tin-plate, essential machinery, textiles, timber, motor 
chassis and parts. If specific aid were to be provided for the sterling area 
pool, Australia would borrow, say, 50 per cent. more than her own dollar 
deficiency, and would put the additional sum at the disposal of Britain against 
the cancellation of equivalent Australian sterling balances.* Such a plan 
would not eliminate the need for restricting dollar imports. What is required 
is some mechanism for securing essential imports, but not imports for end- 
consumption that do not affect the working of the whole Australian economy 
or interfere too seriously with the accepted standard of living. Where capital 
development and the efficiency of labour are impaired by restrictions, there is 
undoubtedly a case for easing them. Australia needs to obtain sufficient 
essential imports to maintain her capital equipment and expand her internal 
production and export capacity. 

To borrow dollars, and to convert sterling debts into dollar debts, would 
admittedly involve risks, the full extent of which cannot yet be assessed. But 
if Australia is unwilling to incur them, her only alternative is to continue and 
perhaps to intensify the restrictions on dollar imports—involving further 
shortages, a slackening of the rate of economic expansion, and a reduced 
capacity to earn dollars. On the other hand, given reasonable imports of 
essential “‘ dollar’ goods and the end of stagnation of Australian output of 
certain basic materials, Australia’s export capacity would be considerably 
increased—and probably one-third to one-half of the increase could be directed 
to the dollar area. In that event the expansion could provide the dollars 
necessary to service a loan. 

A sum of $100 millions per annum for five years should suffice to cover 
the present dollar deficit at its present rate and to provide for some increase in 
essential imports. The total debt of $500 millions would probably cost in 
interest and sinking funds $25 millions annually. On this basis, Australia would 
require, at the end of the borrowing period, a net improvement of $125 millions 
in her dollar account to reach equilibrium. 

The long-term objective of policy in the sterling area is to restore the free 
convertibility of sterling. Australian policy must therefore be judged in 
relation not only to Australia’s specific problem, but also to the wider problem 
of Britain and the whole sterling area. It is on this ground that continued 
import restriction is to be questioned as a long-term constructive policy. 
Further cuts in Australia’s dollar imports may be possible, but, as has been 





* Mr. J. B. Brigden has suggested a Canadian loan. This would have almost the same net 
economic effect, and would have certain political and psychological advantages. 
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shown, they would damage the expansion of Australia’s exports to the dollar 
area. The policy of raising a moderate dollar loan has great constructive 
possibilities, provided an effort is made to expand production that can be 
exported to the dollar area, or to elsewhere in the sterling area in replacement 
of goods now taken from the dollar area. If this were done, not only could 
Australia’s dollar problem be solved, but a constructive contribution would 
be made to the problem of Britain and the whole sterling area. 

The question therefore turns upon the extent of relief which Australia can 
expect from dollar commitments in the next five years if she enters upon the 
suggested borrowing. With the recovery of Britain and other sterling area 
countries, it may be assumed that increased imports will be available for 
Australia and will supplant some of her necessary dollar imports. Secondly, 
there is a possibility of increased Australian dollar exports. Good results 
could be attained in this direction if the industrial effort were more concen- 
trated upon production of coal and upon goods the productive capacity for 
which was expanded during the war—such as steel, machinery, textiles and 
food processing. Output of these industries, now working below capacity, 
cannot be expanded under a policy of dollar import restriction. Thirdly, 
there is the possibility of expanding the hard currency markets for Australia’s 
traditional exports. Altogether, these possibilities suggest that the risk 
involved in borrowing is by no means so serious as many have suggested. In 
shrinking from the risks, Australia is not only discounting the real possibilities 
of her own economic expansion ; she is also failing to participate fully in the 
risks now common to all sterling area countries. No one can say with certainty 
that Australia would have built up in five years a position completely inde- 
pendent of dollars, including the charge on the new debt. But the policy 
envisaged here will contribute to the convertibility of sterling which is the real 
goal. The risk involved is no greater than the risks of economic paralysis that 
may eventually overtake the country if it persists in the policy of restriction. 

The limitations of our post-wai effort will become more obvious as the 
problems caused by rising prices and dollar crisis impinge more and mote 
upon public imagination. Now is the time to review the position in the light 
of the weaknesses that have become apparent and of the difficulties ahead. 
Our economic thinking as well as our political outlook has been too preoccupied 
with “ depression ’’ psychology, concentrating on “ full employment ”’ as a 
goal regardless of costs and difficulties. What is required is more attention to 
the urgent tasks of development, and some revival of the pioneering spint. 
The Australian economy would be vulnerable to a sudden drop in export 
prices and in some respects would be less flexible than in the early thirties. 
It is most unlikely that the international situation would subject Australia 
to a blow as great as that experienced in the great depression, but it would 
be a great mistake to overestimate the remedial measures that would be at 
our hand in the event of a recession in export values. The best we can hope 
for is the avoidance of an unduly severe inflationary policy on the international 
level ; and we would be acting much more wisely if our own internal policy 
contained greater measures of insurance against difficulties which are bound 
to arise be cause of our continued dependence upon export prices of a few 
leading commodities. We are acting, unfortunately, as if we had conquered 
this barrier to our own internal economic stability. 
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The Rate of Exchange in Securities 


Transactions 
By David Sachs 


HEN, in the autumn of last year, THE BANKER surveyed* those pro- 
Wiisions of the Exchange Control Act which relate to securities, attention 

was focused on the position of persons resident in the United Kingdom. 
The reason for this treatment was that the new Act reflected an important 
change in the attitude of the British Exchange Control towards the U.K. 
investor as a holder of foreign securities—that is, of part of the ultimate 
currency reserves of the country—and of bearer securities, which, in the 
absence of postal censorship, afford one of the principal vehicles for a flight 
of capital. In the twelve months since the Exchange Control Act came into 
force, little has been done to whittle down the freedom then granted to the 
U.K. investor, though the way in which the market in securities open to him 
has developed deserves examination. It will be convenient to trace this 
development at the outset of this article, for it throws into relief the much 
more important and radical actions, to be discussed later, which have been 
taken by the exchange control authorities both of the United Kingdom and of 
other parts of the sterling area, notably South Africa, to hamstring foreign 
holders of sterling securities—i.e. holders resident outside the sterling area. 

The interest of U.K. investors in foreign securities is largely concentrated 
on the New York market, although from time to time there is some activity 
in the securities dealt in on the principal continental exchanges. One of the 
basic changes resulting from the Exchange Control Act, it will be recalled, was 
the freedom conferred on U.K. residents to deal, without restriction, on any 
U.K. stock exchange in any foreign security, and, in addition, to deal on any 
foreign stock exchange in the securities appropriate to the currency of that 
exchange. 

The significant exception to this new freedom was the restriction on Cana- 
dian securities owned by U.K. residents ; these securities could be sold, but 
not exchanged or “ switched ’’, on a Canadian stock exchange. When such 
securities are sold in Canada, the resulting dollars have to be surrendered to 
the Bank of England against payment in sterling; the authorities then use 
the dollars to reduce the balance of the Canadian wartime loan to Britain. 
As a result of a recent agreement, however, British ‘ direct ’’ investment in 
Canada—that is, the financing of the establishment of Canadian subsidiaries 
by U.K. firms—has been permitted, to an extent equivalent to the proceeds 
of the sale of U.K.-owned stocks on the Canadian market. Why the Canadians 
should continue to impose a ban on switching of securities in U.K. ownership 
is puzzling. The loan agreement does, it is true, require the proceeds of sales 
to be used in reduction of the loan ; but originally, at any rate, undue impor- 
tance could not have been attached to this condition—for, otherwise, the 
Canadians would surely have insisted upon a general requisitioning of British- 
owned securities to provide direct collateral or to be realized in repayment of 








* See “ Securities under the New Exchange Act’, in THE BANKER for September, 1947. 
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the loan. The result of this ban on switching has been that dealings in London 
in Canadian securities, unlike those in other groups of foreign stocks, have not 
been characterized by a uniform discount or premium. The U.K. investor’s 
inability to take advantage of the market in Canada makes the London price 
much more dependent upon the intrinsic merits, as he sees them, of the security 
concerned, so that some stocks are quoted here on a rough parity with the 
Canadian quotation, while others command premiums of up to 45 per cent. 


Dealings in all other foreign securities take place on the basis of virtually 
uniform premiums and discounts, precisely because the facility to switch in 
the overseas security market rules out the possibility of other than temporary 
and small price discrepancies. The market has therefore developed a practice 
of quoting, not a price for a particular foreign security, as is done in Canadian 
stocks, but a rate for a particular foreign currency expressed in terms of a 
premium or discount on the official exchange rate. Indeed, so active has 
this type of business become, especially in U.S. dollar stocks, that dealers 
from time to time run bull or bear positions in “ security ’’ dollars, very much 
as they did in the pre-war days of uncontrolled exchanges. Of course, the 
amounts dealt in are much smaller, since the possibilities of “‘ undoing” a 
commitment are limited by the relatively small number of dollar stocks now 
held in U.K. ownership. 


The basis on which these foreign securities are dealt in varies with the 
hardness or softness of the currency in which the security is expressed. Thus 
a premium has always ruled for Swiss franc and U.S. dollar stocks, while there 
has always been a discount on French franc securities. The exchange rate in 
security dealings has, in fact, been a fairly faithful reflection of the economic 
fortunes of the countries concerned. Thus the deterioration in Sweden’s 
economic condition has been matched by a gradual rise in the discount on 
kronor securities. When dealings began in the United States dollar stocks, 
the premium varied between Io and 15 per cent., but gradually crept up until 
at one time, earlier this year, it was as high as 35 per cent., equal to an exchange 
rate of $3.00 to the £. The present premium is about 30 per cent. 


So high a premium as this may seem, at first, somewhat surprising, since 
any worsening of Britain’s economic position which it might reflect was at 
the same time a reminder of the danger that the Treasury might seek to 
exercise the power, still retained in Defence (Finance) Regulations, of requisi- 
tioning U.S. dollar stocks at prices which, on the war-time precedent, would 
presumably be the New York prices converted at the official rate of exchange 
—in other words, at sterling prices materially lower than those at which 
dealings have been taking place in London. Fears of requisitioning, so strong 
earlier, have tended to recede, however, and no longer act as a powerful brake 
on the premium. They have been replaced by the attractions of the New 
York market, not perhaps because it was a refuge from sterling, but because 
of the materially higher yields obtainable on first-class dollar stocks than on 
investments of comparable quality in London. The yields obtainable by 
U.K. investors on American shares have, moreover, been considerably enhanced 
by the operation of the Double Tax Agreement between Britain and the 
United States. This enables a U.K. investor to set off, against his U.K. tax 
liability, the whole of the U.S. tax borne by the company’s profits out of 
which his dividend is paid. As the U.S. tax suffered is generally at a rate ol 
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around 38 per cent., the U.K. investor liable to tax at the standard rate can 
treat his dollar dividend as a tax-free or net U.K. distribution. 


NEW RESTRICTIONS UPON THE FOREIGN INVESTOR 


This discussion of the premium on dollar stocks in London is a convenient 
point of departure for a review of those fundamental changes referred to earlier 
in the position of the foreign holder of sterling securities, changes which have 
taken place within the past few months. The fact that British investors 
have been prepared to pay a premium to obtain dollar securities means, of 
course, that in this particular type of transaction they have been willing to 
accept for sterling a value less than that established by the official rate of 
exchange. In other words, in this class of transaction—and the qualification 
is all-important—sterling is at a discount on the official rate. It was evident 
at the beginning of the new system that a discount would arise. Indeed, in 
the limited number of transactions permitted before the Exchange Control 
Act came into force—transactions such as the buying and selling of foreign 
dollar bonds in London—a discount existed already. But the significant 
feature of the system as it has operated in the past twelve months is that 
it implies official acquiescence in the existence of this London discount on 
sterling. Moreover, it deserves to be recorded that the Board of Inland Revenue 
has recently decided that dollar securities in deceased estates must, for the 
purpose of determining liability to death duties, be valued on the basis of the 
London and not the New York quotation ; in other words, the valuation must 
take account of the dollar premium. 

Since the U.K. investor has been prepared to place a higher value on the 
dollar than that recognized in the official rate of exchange, it is not surprising 
that the U.S. investor has reacted correspondingly towards sterling secutities, 
by placing a lower value on the £ in security transactions than that established 
by the official parity. Indeed, ever since the introduction of exchange control, 
with its ban on the voluntary repatriation of foreign capital from the sterling 
area, the prices at which sterling securities have been dealt in in New York 
have been below the equivalent London quotations when these are converted 
into dollars at the official rate of exchange. This discount has fluctuated 
within wide limits. Until 1945 the fluctuations were naturally associated 
with the varying British fortunes of war. In that phase, the lowest value of 
security sterling in New York was reached in 1940, when dealings took place 
on the basis of $2.00 to the {—that is, a discount of 50 per cent. 

The war-time market in New York in sterling securities was not very 
active, being limited to stocks in U.S. ownership, because the rules of the 
British authorities recognized transfers of sterling securities only between 
persons in the same currency area. These rules were easy to enforce for regis- 
tered stocks, since the only legal means of effecting the change of ownership 
was by entries on a stock register in the United Kingdom. Bearer securities 
were a harder nut to crack, especially after the abandonment of the require- 
ment, midway through the war, that all sterling coupons sent to the United 
Kingdom for encashment should be accompanied by a declaration containing 
details of the residence of the beneficial owner. Despite this relaxation, 
dealings in bearer securities outside the sterling area between persons in 
different currency areas suffered from a severe handicap : the import into the 
United Kingdom of a bearer security that had so changed hands was forbidden 
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for the purpose of exchange or “ switching ”’ into a permitted category of 
other sterling securities. These limitations did not, however, affect the very 
large volume of sterling securities owned by persons other than Americans— 
notably, the extremely important European-owned stocks which were regu- 
lated by other means—viz. the prohibitions imposed by the Trading with the 
Enemy Act ; even after the war, when the provisions of that Act were gradually 
lifted, little change occurred. 

However, the position was radically altered when the Exchange Control 
Act came into force on October I, 1947. Thereafter, the Bank of England 
refrained from insisting, before granting a licence for the import of bearer 
securities, upon the production of an ownership history (that is, the document, 
formerly requiied, showing that no transfer of beneficial interest had taken 
place between persons in different currency areas). This relaxation meant 
that the very large body of non-American-owned sterling securities in bearer 
form were free to be dealt in on any foreign stock ex d only 
that it could be shown that they had no enemy taint. In the adie of 
universal dollar shortage, it is no wonder that these European-owned stocks 
were sold in increasing volume on the New York market. They provided the 
scllers with a much-needed source of dollars, and they attracted different 
buyers for a variety of reasons. Foremost among these buyers were the N.Y. 
houses acting for the Brazilian and Chilean Governments employing dollar funds 
earmarked for sinking fund purposes. The substantial discount on sterling 
securities made it much more advantageous for these houses to concentrate 
their dollar funds, not on the purchase of the dollar issues of their respective 
loans, but on the acquisition of sterling securities in New York which could 
then be sent to London and there switched into the Brazilian or Chilean 
Government sterling loans for eventual cancellation. This type of business 
had begun before the relaxation of conditions governing the import of bearer 
securities, but it assumed much greater proportions after that date. 

American and Swiss investors were also prominent as buyers, either directly 
or through a switch, of South African mining stocks. Here the argument was 
the very appealing one of buying shares in a good gold-producing mine at the 
equivalent of $2.50 or better to the £, while the dividends thereon were 
remittable at the official rate of $4.03 to the f. One of the leading Swiss 
banks went so far as to establish a subsidiary company in South Africa to 
handle the buying and selling of securities in the Union. 

In June this year the authorities in the sterling area began to show signs 
of restiveness in the face of this large-scale change in the ownership of what 
was in effect foreign debt. Britain, however, had to weigh the loss of invest- 
ment income from the heavy sinking fund purchases of Brazilian and Chilean 
Government sterling loans agaumnet the saving in the service of those foreign- 
owned sterling securities, notably 3} per cent.War Loan and 4 per cent. Funding 
Loan, that returned to British owne rship as a result of the switching. Having 

vard to the Brazilian and Chilean debt record, the U.K. balance of | payments, 
at least over a period, may not on balance have been adversely affected by 
these transactions. 

The effect of a shift in the ownership of sterling or sterling area securities 
aang say, French (or other “ soft currency ’’) holde: ‘rs to U.S. (or other “ hard 
currency ”’) holders is more difficult to assess. If the securities concerned were 
pee A d in sterling (as distinct, for example, from South African pounds) 
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—e.g. holdings of Courtaulds, Imperial Tobacco Co., Shell, etc.—the change 
in ownership theoretically involved Britain in a payment in a particular hard 
currency instead of a particular soft currency when the dividends on these 
shares were remitted. The word “ theoretically ”’ is used advisedly, for this 
is not the effect in practice. The U.K. exchange control treats all investment 
income as a current account item, and, as such, it is freely remittable, but only 
in the currency of the country of residence of the owner. In practice, the 
remittances may occur in other currencies. Thus, where securities, whether 
registered or bearer, have before October 1, 1947, been held in the United 
Kingdom for account of a foreign bank which in turn holds for a customer 
resident in a different currency area, the dividends on these securities may be 
remitted in the currency appropriate either to the bank or to the beneficial 
owner. Again, sterling coupons sent to Britain for encashment need not come 
direct from the country of residence of the beneficial owner, say, France, but 
may first be sent to, say, New York, and from there be forwarded to London ; 
in that case the payment from Britain will be made in U.S. dollars. Finally, 
dividend warrants on registered securities posted to a foreign holder’s address 
outside the United Kingdom may be paid by the U.K. bank in the type of 
sterling appropriate to the country of the foreign bank which has forwarded 
the warrant for encashment, and not, as heretofore, in the type applicable to 
the country of the registered holder. In all these ways, Britain may find itself 
liable to remit the income on foreign-held sterling securities in a currency 
selected by the owner of the security* and not in the one determined by the 
principles of bilateral payment on which the exchange control system is based. 

The extent to which foreign investors have availed themselves of these 
options to convert their sterling i income into, say, U.S. dollars rather than into 
soft currencies is not known, but it must be quite large. It must be assumed, 
too, that the U.K. authorities are well aware of the effect of these arrangements. 
The conclusion may therefore be hazarded that the shift in the ownership of 
the sterling securities has not caused much, if any, increase in Britain’s liability 
to find dollars for the income service of these securities. 


RESTRICTIONS IN SOUTH AFRICA 

Dividends on the large continental interests in South African gold mining 
shares, principally held on the London registers, are mainly paid through 
London. In the U.K. balance of payments, therefore, there is normally a 
credit derived from South African currency transferred to London to meet 
these dividends and a debit represented by the remittances of French francs to 
the French shareholders. The conversion of the South African pounds into 
sterling has not hitherto involved any problem for the Union authorities, 
principally because of the ample supply of sterling at their disposal from 
refugee funds. However, as a result of the gold loan - agreement, South Africa 
undertook, from the beginning of this year, ‘to compensate Britain in gold for 
all payments made through London on South African account to persons 
outside the sterling area. In effect, therefore, Britain receives gold in reim- 
bursement of its remittances of South African companies’ dividends, no matter 
whether the remittances are made in a soft currency such as French francs, 





* Except, however, that dividends collected for Switzerland may not be credited to a Swiss 
account unless the beneficial ownership is Swiss. 
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or in hard currency, as happens when London’s instructions come via New 
York. From the South African point of view, the distinction is immaterial, 
as her liability is to remit gold in any case. 

At first sight, however, there may be cause for the alarm in the Cape at the 
prospect that the switching in sterling securities might on balance add 
materially to the volume of South Atrican securities owned outside the sterling 
area. Indeed, such an addition has most probably occurred. At all events, 
the South African authorities have been provoked to some defensive action. 
This has taken the form of a requirement that all non-sterling area securities 
in South Africa should be endorsed as such, and that all securities so endorsed 
shall be treated as bad delivery on every South African stock exchange until 
the endorsement is cancelled. Only the four chief commercial banks are 
authorized to cancel the endorsement, and can do so only if the security is 
being exchanged for others of an approved kind. These epproved securities 
fall into four classes : Government and municipal loans ; finance ; mining ; and 
industrial. Exchanges may take place only within each category. The official 
explanation of these restrictions stated that one of their objectives was to 
prevent non-resident switching from low-yielding to high-yielding securities 
and from thereby adding to the country’s foreign debt burden. This particular 
argument does not carry much conviction, if for no other reason than that the 
foreign investor, while still remaining within the one category of securities, 
can still materially increase his yield if he so chooses, e.g. by switching from a 
developing gold mine into an established mine and a fortiori into a short-life 
mine. In any case, there would seem no point at all in preventing an exchange 
into Government loans since this would normally involve a decline in yield. 

The most effective action to prevent an increase in foreign investment in 
South Africa was taken last April, when the Bank of England announced 
that it would no longer authorize switching by non-residents from sterling 
to South African securities. From the U.K. point of view, the resultant saving 
of hard currencies was, as indicated above, probably small. From the South 
African point of view, the Union was spared the necessity of shipping gold 
instead of drawing on her sterling balances. This, however, may be a short- 
lived advantage, since sterling is threatening to become as hard a currency 
for South Africa as dollars, although the right of South Africa to require 
advance repayment (in sterling) of the {80 millions loan provides an important 
cushion behind the actual sterling holdings. 

Britain followed up the ban on non-resident switching into South African 
stocks by modifying the terms for the issue of import licences for bearer 
securities. The issue of such licences was made conditional upon the production 
of an ownership history of the security showing that no change in beneficial 
interest had taken place since May 1, 1947, between persons in different 
currency areas. The effect was to ban from the London market a great part 
of those European-owned securities which had found their way to New York 
and had been sold in that market after this date. The supply of additional 
stock to New York being thus turned off at the source, as it were, activity 
declined considerably. But that was by no means the end of the story. In 
the early part of July, the Bank of England announced that licences for the 
sale of non-resident owned sterling securities would be granted only if the 
security to be bought was (a) one issued or guaranteed by the British Govern- 
ment or the Government of Northern Ireland and was not redeemable within 
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ten years, or ()) a security of similar class to that of the security to be sold, 
and quoted on a recognized U.K. stock exchange. For this purpose, all 
securities were divided into thirteen classes corresponding approximately to 
the divisions of the Stock Exchange Official List of Quotations. These restric- 
tions in switching were further qualified by a provision that the switch should 
not involve any change in the country of issue of the securities in question ; 
this provision has, however, since been modified. 

As a result of these new restrictions, the foreign holder of sterling securities 
has been forced into a veritable straitjacket. From being allowed to switch 
freely from one sterling security into another provided the security purchased 
could not be redeemed within ten years, the foreign investor has now virtually 
no room for manceuvre at all. The reasons for this radical restriction in 
official policy have never been authoritatively explained. This reticence is 
hardly in keeping with the importance of the issues involved. The effect has 
been to bring business in sterling securities in New York almost to a standstill 
and to cause the emergence of a whole litter of new exchange rates, one for 
British Government stocks, one for commercial and industrial securities, one 
for oil shares, and so on. The discount on British Government loans is the 
largest of all (at the time of writing, it is 60 per cent., equivalent to a rate of 
$1.55). Such a development is not surprising, since the scope for switching 
within the gilt-edged category is decidedly limited. 

Naturally, the houses in New York and Switzerland specializing in the 
switching of sterling securities have been much disturbed by the curbing of 
their activities, though their complaints have made no discernible impression 
upon the British authorities. This consideration apart, it is at least arguable 
that a more sympathetic attitude might have been shown to the ordinary 
individual foreign investor who, suddenly and without warning, found his 
existing sterling investments virtually frozen. It is not as if the gains from 
this policy were demonstrably large, from the official standpoint. Nor should 
it be thought that foreigners are the only sufferers from the present policy ; 
the London Stock Exchange has lost a considerable volume of business. This 
reduction naturally impairs the importance of London as an international 
securities centre : there is evidence that an active business in sterling securities, 
formerly transacted in London, is taking place in other centres, notably Paris 
and Amsterdam. The long-term effects of this loss of business on Britain’s 
balance of payments is by no means negligible. Earnings through the stock 
exchange by way of jobber’s turn, broker’s commission, stamp duties, etc., may 
amount to as much as 4 or 5 per cent. of the value of each transaction, all of 
which 1s a charge against the capital of the foreign investor and could represent 
a significant rate of amortization of this part of Britain’s external debt. 

Until recently, it was possible to claim that the administration of Britain’s 
exchange control had been consistently characterized by fairness, efficiency 
and common sense. The new policy, which no official spokesman has sought 
to defend, can scarcely be justified on the ground that it ensures any saving of 
foreign exchange, actual or potential. Indeed, it is arguable that the reverse 
has been the case. Moreover, much of the goodwill which the British exchange 
control enjoyed overseas is being rapidly dissipated. Surely the time is ripe 
for a review of the whole question. Safeguards demanded by Britain’s present 
financial difficulties must, of course, be maintained: but there is the greater 
need to ensure that the restrictions are not needlessly vexatious. 
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Staffing the Clearing Rosle: 
V—A Personal Rejoinder 
By John Tonkyn 


(Assistant General Manager, Barclays Bank) 


Previous articles in this much-discussed series have, necessarily, been anonymous, 
Mr. Tonkyn, however, has delivered himself of so spirited a rejoinder to the earlier 
contributors, and ¢ specially to the writer of the article on the training schemes, that he 
feels his tdentity ought to be disclosed—on the ground that “‘ anyone who ts aggrieved 
should know at whose door his charges may be laid’’. Mr. Tonkyn, an Assistant 
General Manager of Barclays Bank, is head of that bank's staff training school at 
Wimbledon ; but he emphasizes that “no responsibility for this article lies upon 
Barclays Bank”’ 

Each of these articles, it deserves to be recalled, has been written by a different 
senior official in different clearing banks ; none has been subjected to any over-riding 
editorial policy ; and all were unsolicited and spontaneous.—ED. 


have no doubt been widely read and with interest ; but the reasoning of 

the writer of the fourth article,* to the effect that from the absence of 
reply it may be inferred that the facts set out in the articles are substantially 
correct, scarcely accords with the best judicial precedents. 

However, it cannot be denied that there is a problem and that it derives 
from the past. It may none the less be doubted if the writers of these earlier 
articles have been strictly fair in their severe, though occasional, criticisms of 
the policies and methods of past staff managers and staff controllers. These 
criticisms savour too much of wisdom after the event or wisdom in the light of 
events which were quite unpredictable when the policies, now under criticism, 
were followed. 

The writer of the fourth article alle ges that as a result of mistaken policy 
all the banks “‘ are now carrying many ‘ passengers ’ whose output is negligible 
and whose work is indifferent ’’. Supe rficially, many people would agree with 
this ; but it must be accepted that this is a human problem and the solution 
of a human problem, if it can be termed a solution, is never one hundred per 
cent. perfect. Whatever plan or scheme is adopted, the banks, as large-scale 
employers, will always have ‘ passengers’. The man of early promise may fall 
away and end ignominiously ; it is also true that many men have started 
badly and ended well. Moreover, a ‘ passenger’ hunt might yield some 
curious results. I might have Mr. X on my list of ‘ passengers’; but I might 
be mortified to find my name on his. 

[ would invite these contributors to THE BANKER to cheer up. Let us look 
at a few other facts. The British banks stand to-day, as they have stood for 
many years, as a model, not only of integrity, but of skill and precision in 
banking operation which is recognized and copied throughout the world. They 
have, with the utmost flexibility and resource, withstood the strain of two 
great wars in a manner which seems, in re trospe ct, almost ix incredible. The staff 


T= previous articles in this series on the staffing problems of the banks 








* The Re ble of the ‘Tr ining Centres ’’, in THE BANKER for Se one mber The ‘earlier articles, 
dez sis ig with the staff problem in general, and especially with the question oft recruitment, a ppeared 


in the issues for April, June and July.—Ebp. 
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of the banks forecast quite well what the circumstances of the last war would 
be, and their arrangements—often quite different between bank and bank— 
were admirably suited to the task. At our desks will often be found men from 
distant countries, learning how to perform routine and advanced banking. 
I am not aware that on such occasions the banks make any effort to hide the 
‘passengers ’ who are supposed to dwell in such large numbers within them. 

Recognizing this solid achievement and much more, I cannot agree that 
the past or present staff managers, who were responsible for the provision of 
the human material which makes all these claims possible, can be so cursorily 
dismissed as lacking in skill. One of the contributors to this series would have 
us believe that if in the past the recruiting policy (or lack of it) succeeded in 
any sense, it did so by the merest accident. Surely it cannot be claimed that 
argument and judgment along these lines are just ; the staff managers are 
entitled to point with pride to the fact that, without following the methods of 
the Civil Service or the fighting Services, the British banks have contrived to 
do something more than hold their own. Incidentally, it is almost common 
form for critics to claim that the people whose methods are under examination 
have failed to keep themselves abreast of developments. This tendency is 
shown in the articles in THE BANKER, but it is difficult to discover what 
evidence there is of this lack of information on the part of staff managers. 

In their analysis of the present situation and their proposals for staff 
recruitment in future, the articles in question may well do a useful service, in 
that they provide material for discussion and much food for thought. The 
“two-tier ’’ system of bank staffing, which they found attractive, might in 
some respects provide an answer to some problems; but the suspicion is 
aroused that there is a failure to give sufficient weight to the many imponderable 
and intractable factors which are associated with humanity in all its contra- 
dictions, inconsistencies and changes. 

It may well be that the problems solved by this suggestion would be offset 
by other problems even more serious. It is also possible that under this 
organization the banks would lose much of value which they now possess and 
which—dare I say it—distinguishes them from the Civil and the fighting 
Services. 

The writer of the third article has seen a weakness in the preceding article, 
in that he insists on transfers to and from Divisions I and II ; but in practice 
those transfers might become difficult if not impossible to make, particularly 
from Division I to Division II. In such an organization the tendency is to 
rigidity in the dividing line, with all the loss of morale which that entails. 
Label a man initially as Division II and, though he may climb to Division I, 
he is liable to feel and to act like the sergeant promoted to the officers’ mess. 
In the banks at present, most of the senior men have forgotten where they were 
educated and also, fortunately, a good deal of what they then learnt, having 
acquired the better though harder training in the school of life. The writers 
of the earlier articles seem to have alluded rather slightingly, if at all, to that 
great teacher ‘‘ experience ”’. 

In their desire to make banking attractive to the men of higher education 
and to the university graduate, they may also have overlooked the service 
that has to be rendered. Thus there is an easy assumption that Division I 
men, presumably after a long school life, might reach branch managership at 
“30 or thereabouts ”. Most of the practical bankers of my acquaintance will 
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not accept this as generally feasible, even though it may occur exceptionally, 

From my conversation with schoolmasters, I doubt if a Division II classifi- 
cation for their pupils would encourage banking recruitment from even the 
lower schools ; in fact, I think it would confirm their worst suspicions. It 
must, I think, be recognized that the status of a bank is determined by the 
quality of those of its servants who are in numerical superiority ; any policy 
which lowers their standing will inevitably bring down the bank to their level, 

With these reflections and their more important implications I remain 
hopeful—indeed I believe—that the staff managers are working to a better 
objective than that postulated by the writers of the previous articles in this 
series. While recognizing the need for the well-educated and for the qualities 
they may bring to banking, the objective surely is not to draw any line or 
erect any barrier between them and their less fortunate colleagues in this great 
industry. The baton naust be left plain in every knapsack. But success ina 
banking career involves sacrifices and hard work, and frequently blood and 
tears. That is the winnowing process which selects our leaders, not the scholar- 
ships or the degrees, valuable though they may be. 

The staff managers have a hard and anxious task to raise the appeal of 
banking to the best young men and women from all schools. I suggest that 
it would be reasonable to credit them with rather more knowledge and sources 
of information than the other contributors to this series seem willing to concede. 

In the field of staff training, with which I am most concerned, I read with 
dismay the criticisms made at the opening of the preceding article. Dealing 
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with the launching of the banks’ staff training schemes the writer comments 
on the fact that the programmes of the banks differ widely in scope and then 
says: ‘‘ It is painfully obvious that all these institutions operate in their own 
individual spheres, unwilling or unable to work together as an industry and, 
in some cases, ignorant of the experiences of other large organizations. . 

It has been forcibly argued that in framing their recruiting policies, the clearing 
banks fail to recognize the changes that are taking place. In their arrangements 
for training they appear to fall into the same error’’. We are told there is 
“need of definite training policies for the industry ’’’. I do not quite follow 
what is meant by policies for the industry. The industry is carried on by 
many banks differing in organization, in control, in scope and almost in every 
detail except that banking is done. It does not follow that a policy admirably 
suitable, say, for the Westminster Bank would succeed in Barclays Bank. 

At this point I feel compelled to forsake, at some risk, the practice of your 
correspondents of alluding only generally to the banks, as I must deal with 
specific facts. As a representative of Barclays Bank I was privileged many 
months ago to inspect the training of new employees of the Westminster Bank 
at their excellent centre at Oaken Holt, Oxford, and I left filled with admiration. 
In spite of that, the Stage I training in Barclays Bank, subsequently introduced, 
is as different from the system, method, scope and plan of that of the West- 
minster Bank as chalk is different from cheese. That is so because in Barclays 
Bank the Westminster Bank scheme would fail, and I doubt not that the reverse 
isalso true. At this point, the writer of the last article would doubtless remind 
me afresh of other differences in the systems of training—pointing out that, 
while some banks have a full programme of training, one bank does the initial 
stage only while another has, so far, a college for advanced trainees only. 


In spite of these differences I, as a servant of Barclays Bank, must recom- 
mend and, if approved, carry out a programme suitable for the organization 
and indeed for the traditions of Barclays Bank. It does not in the least follow 
that other banks would do well to introduce the same system. They may have 
asystem which for them is better, and even less expensive. It may be definitely 
asserted that these possibilities have been investigated in many directions. 
My conversations with my respected contemporaries in the other banks lead 
me to maintain that frequently what they can do for their new entrant training, 
without a training centre, is impracticable in Barclays Bank ; and in saying 
that I imply no criticism either of them or of us. 

I trust I have said enough to dispose of the impression which the preceding 
article may have created that there has been no consultation between the 
banks.* In fact I take this opportunity of placing on record my warm thanks 
for the courtesy that has been extended to me, not by one, but by all. 


Similarly, the charge that some banks have failed to acquaint themselves 
with modern training developments in other spheres cannot fairly be levelled 
at my own institution. We have taken the precaution of discussing staff 
training with many training principals and I think I may fairly claim that we 





* In fairness to the writer of the preceding article, it needs to be pointed out that he did not 
say that there had been no consultation between the banks, but, as Mr. Tonkyn notes above, 
that they appear ‘‘ unable or unwilling to work together as an industry ".—Eb. 
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have inspected almost every form of educational device. Our system has also 
been inspected by men and women who have spent a lifetime in practical 
educational work, and their courtesy and sympathy will be long remembered, 
At the same time I should do less than justice to our employees if I failed to 
acknowledge that most of our devices have been drawn, made, built or photo- 
graphed by our own staff. 

The writer of the article on the training centres remarks that “ training 
officers have great difficulty in finding suitable people for their teaching 
posts’”’. That is certainly true. He goes on: “ But if a training scheme is to 
succeed it is necessary to find for it teachers who know their job as teachers 
and know the business of banking; who have powers of expression and 
leadership ; and who can sympathetically understand the point of view of a 
youngster entering upon a business career’’. Then later he says: ‘‘ Teachers 
of suitable age and temperament, and having both a wide theoretical knowledge 
and the necessary background of practical experience are not easy to find”, 
This, of coutse, is all excellent. I might add that teachers of the class he 
mentions will, with a piece of chalk and a barn door, teach the best banking 
in this or ary age. More soberly, we can conclude simply that with good 
teachers the schemes of the banks will succeed ; without good teachers they 
will fail. 

We now have the spotlight in the right place. When the discussion and 
the controversies and the arguments on this and that have died away, the 
voice of the Instructor will be heard, and the training scheme will be as good 
or as bad as he ; just that and no more. In general I expect the work will be 
left to the loyal band of men who, without all the qualities mentioned by the 
writer of the preceding article, have come to run the risks of doing the job. 

In dealing with the advantages of the residential college as compared with 
the non-residential, the article does scant justice to the latter. The writer 
says nothing of its elasticity, of the provisions which may be made under it 
to gain advantages of the residential scheme, of the ‘“ home life ’”’ system for 
juniors and of what experience, as well as parents, have to say of that. In 
my judgment, his arguments appear wholly one-sided. 

Towards the end of the article the writer refers to the facilities the lecturers 
will have for assessing the qualities of students. But in some categories, at 
least, the ability of the lecturers to assess the qualities of the students is as 
nothing to the ability of the students to assess the qualities of the lecturers. 
Our Stage III training is intended primarily for the pick of Barclays Bank, 
and to those men our faults and weaknesses will be utterly and completely 
known—a reflection that whitens my face and causes my knees to tremble; 
I do not propose at present to talk of assessing the qualities of others. 

What, then, is the immediate task which confronts us in Barclays Bank? 
It can be simply stated. For the present we shall try to lighten the burden 
of the men in front-line banking—that is, the men at our branches—by the 
extension of knowledge. When I survey this field I am content for the moment 
to leave the discussion of plan and policy and the assessment of qualities and 
the rest: I must concentrate on a plain answer to the plain question, “ Can 
we teach banking?’’. I think that question will fully test my capacity. 
I may have to leave the grander and more sweeping conceptions to a better 
man. But if I can reach my more humble goal, it will be enough for me. 
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Monetary Systems of the Colonies 
V— Malaya 


By A Special Correspondent 


ALAYA is one of the most valuable, and, in normal times, one of the 
Mees prosperous of British dependencies. It has also, through its exports 

of tin and rubber, been for long one of the most important dollar-earners 
jn the sterling area. 

Both socially and economically it is a mixed community. The foundation 
is the Malayan peasantry, engaged in small scale agriculture, fishing and other 
primary activities, and operating largely but not wholly as a ‘subsistence 
economy with a small amount of local trade. To this basic economy have 
been added a number of modern industries, dependent on immigrants for both 
organization and labour. Historically, the first addition was tin mining, 
developed originally by the Chinese and later, on a larger scale, by European 
capital employing Chinese labour. Then came the rubber industry, a creation 
in the first place entirely of European capital employing Indian and Chinese 
immigrant labour, but becoming in more recent times a substantial interest 
to the Malayan peasant and to other Asiatic growers operating on a small 
scale with varying amounts of paid labour. Other capitalist agricultural 
production has been added, organized by European or Chinese capitalists, 
e.g. palm oil and pineapples ; there have been other mining developments— 
coal, iron ore, bauxite and gold ; and a fair growth of ancillary and secondary 
industries—engineering, ship repairing, rubber manufacture, etc. The Chinese 
have a dominating position in the internal trade of the peninsula; although 
a substantial proportion of the Chinese population and most of the Indians 
must still be re garded as only temporary emigrants and likely to return to 
their countries of origin after working for a time in Malaya, a great number of 
Chinese are permanet ntly settled. 

The internal economy of Malaya is therefore itself highly developed and 
varied. To this variety is added the very important trading activity of Singa- 
pore and Penang, which conduct a very large entrepét trade with neighbouring 
countries—Siam, the Netherlands Indies, British and Dutch Borneo—and act 
as centres of collection and onward shipment of many of their exports and as 
centres of distribution for their imports. 

The country thus has very close economic connexions with both India and 
China, as well as with its more immediate neighbours. Since the latter part of 
the nineteenth century the predominant mar kets for its products and for most 
of the products of the neighbouring countries shipped through its ports have 
been in Europe and North America. The currency history here, as elsewhere, 
teflects these trading connexions. 

In the nineteenth century Malaya, like all the eastern countries, operated 
ona silver basis. In spite of the earlier political link with India, under whose 
Government Singapore and Penang fell until 1867, those settlements and the 
whole peninsula were in the area of the silver dollar rather than that of the 
silver rupee, reflecting, no doubt, the closer effective trading links with China. 
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An abortive attempt had been made to establish a rupee circulation (with the 
principal result of complicating the public accounts, which were kept in Tupees 
at a very inconvenient exchange ratio with the dollar coins actually used in 
payments) ; but by the closing years of the century the standard coins, as in 
Hong Kong, were the Mexican ‘and certain other equivalent dollars with a local 
Straits subsidiary coinage. The exchange value of these silver dollars in terms 
of sterling and other gold currencies fluctuated with the price of silver. Notes, 
which expressed promises to pay silver dollars, began to be issued by the 
Government in 1899. Some notes issued by Eastern banks had been in circula- 
tion, but they never attained the prominence of the bank note issues in Hong 
Kong. 

In the last two decades of the nineteenth century, Malaya, like India and 
other silver-using countries, found the fluctuations in the value of silver 
increasingly inconvenient, particularly as the trade with the non-silver world 
developed. The possibility of adopting a gold basis was therefore repeatedly 
mooted. These discussions culminated in the consideration of the problem 
by the Straits Settlements Currency Committee which reported in 1903. Their 
object was first to divorce the Straits currency from silver and subsequently to 
stabilize it on gold. The plan adopted was to issue a new Straits Settlements 
dollar and, as soon as sufficient supplies were available to establish this as 
the only legal tender in the Straits Settlements and the rest of Malaya, to 
demonetize the silver dollars already in use. Further issues of Straits Settle- 
ments dollars were then to be suspended, in the expectation that, while the 
market value of silver and therefore the intrinsic value of the new coins would 
fall, their monetary value would be maintained by the restriction of their 
supply, so that they would become token rather than full value coins. It 
would then be possible to pass to a gold basis and to introduce either gold coin 
or notes convertible into gold, allowing the Straits Settlements silver dollars 
in due course to become a subsidiary token coinage. 

This plan assumed a fall in the market price of silver and was nearly wrecked 
because silver in fact rose in price. However, the growth in the trade of the 
peninsula in due course pushed the monetary value of the new Straits dollars 
up even higher than their rising silver value, once the stage of restriction of 
supply had been reached. In January, 1906, it was decided that a sufficient 
margin existed between the intrinsic silver value and the monetary value as 
represented by current rates of exchange to justify the next step, and the 
Straits dollar was then definitely pegged at a sterling or gold value of 2s. 4d. 
This value has, in fact, been successfully maintained (in terms of sterling) ever 
since, but the policy of stabilization was almost defeated by a further rise in 
the price of silver in the next few years. Defeat was averted only by complete 
reminting at a lower fineness. 

The original intention appears to have been to make the Government 
currency notes, which were becoming in practice the main media of circulation, 
convertible directly into gold, instead of as previously into silver. When 
the stabilization at the rate of 2s. 4d. was effected, provision was accordingly 
made for payment of the face value of the notes in gold and for the maintenance 
of a substantial proportion of the currency reserves in gold, the balance being 
held in sterling securities in accordance with the practice then standard for 
colonial government note issues. However, following Indian precedent, alter- 
native provision was made whereby notes could be issued and redeemed 
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against bills on London. In practice, this became the normal method of 
exchanging notes because it was simpler and cheaper than shipping gold to 
Singapore when additional notes were required, or drawing gold from the 
Currency Commissioners in Singapore when the circulation was contracted. 
Accordingly, the Straits Settlements Currency Commissioners found themselves 
operating a system in practice almost identical with that deliberately set up 
in West and East Africa a few years later, by which their notes were issued 
against payments of sterling to their account in London and redeemed by 
issues of sterling out of that account to the accounts of banks presenting notes 
for redemption. The obligation to pay gold locally was suspended during the 
1914-18 war, and legislation in 1923 completed the conversion to a sterling 
exchange basis. 

The system retains to this day, however, what may be regarded as vestigial 
relics of its origin. It differs from the African Currency Boards in that the seat 
of authority, i.e. the Currency Commissioners, is in Malaya, not in London. 
Also, instead of issuing and redeeming currency at a fixed par of exchange 
subject to the payment of a commission, the Currency Commissioners are 
charged with the obligation of buying and selling sterling in exchange for notes 
at rates laid down by law, i.e. 2s. 33d. and 2s. 4d., respectively. It will be 
observed that these rates are not quite symmetrical in relation to the nominal 
parity of 2s. 4d. and if expressed in terms of a commission on that par rate, 
are higher than those now in operation for the African Currency Boards. 
There appears to be no reason except inertia why the rates should not be 
considerably narrowed. It is, however, to be remarked that the actual rates 
charged to the public by the commercial banks from day to day are much 
closer to each other, naturally keeping always within the maximum and 
minimum limits set by the Currency Commissioners’ rates. One other vestigial 
relic, maintenance of a small gold reserve, disappeared only shortly before 
the last war. 

At the outset, the system was not a source of profit, and in the early years 
of its operation the Straits Settlements had to make various contributions, 
totalling about $1} millions, to the Currency Guarantee Fund. These contti- 
butions had, however, been wholly repaid by 1925; thereafter, substantial 
profits were earned, a total of $49 millions being paid over to Straits Settlements 
revenues between 1925 and 1932. 

The currency was issued originally by and for the account of the Straits 
Settlements Government, but was used throughout Malaya. Although the 
Governments of the federated and unfederated Malay States had not perhaps 
been averse from seeing the initial risks of the undertaking borne by the Straits 
Settlements, dissatisfaction began to be felt in those States when the system 
became a source of considerable profit. Accordingly, increasing pressure was 
exercised to turn the system into an all-Malayan affair. After an investigation 
by Sir Basil Blackett in 1934, the Governments concerned agreed to the 
establishment of a new Malayan currency for which they would be jointly 
responsible and the profits on which would be shared in agreed percentages. 
The new arrangements were embodied in an agreement between the Straits 
Settlements and the several Malay States, sanctioned by legislation in each 
territory. Opportunity was taken to modernize the legal form of the system, 
bringing it substantially into line with other colonial exchange standard 
systems. 
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During the 1930’s, the Colonial Office had developed a model currency 
ordinance for colonial territories, providing for the issue and redemption of 
notes against sterling on the familiar basis in operation in West and East 
Africa, but laying down definite rules on various matters which in those areas 
are left to the discretion of the Boards. In particular, this model legislation 
provided for the regular and automatic distribution of surpluses of revenue 
(after meeting the expenses of issue and making depreciation provision where 
necessary) while also placing specific obligations on colonial Governments for 
maintaining the Currency Reserve Funds at their proper levels, if necessary 
by contributions from general revenue. In substance, the specific ordinances 
modelled on this form (which were adopted in Cyprus, Mauritius, various 
West Indian colonies, Fiji, etc.) made explicit and formal the practice and the 
tacitly accepted implications which had grown up in the older African systems. 
This form was, in the main, followed by Malaya. The provisions about distri- 
bution of income were somewhat more complicated than usual, the net surplus 
being paid first into an all-Malayan Currency Surplus Fund, from which the 
several Governments were entitled to draw their respective shares (Straits 
Settlements, 37 per cent.; Federated Malay States, 37 per cent.; and the 
balance divided between the unfederated Malay States). The management of 
the currency was entrusted to a new Malayan Currency Board seated in Malaya 
and appointed by the Governments in consultation. The London business of 
the Board—receipt and payment of sterling against local currency issues, 
management of investments, arrangements for supply of notes and coin, etc.— 
is undertaken by the Crown Agents for the Colonies. 

The new arrangements came into legal operation on October 21, 1938. The 
old Straits Settlements Currency Fund was wound up, the accumulated 
surplus was transferred to the Straits Government and the balance of the 
assets and liabilities transferred to the new Malayan Currency Board. Arrange- 
ments were made for the issue of a new “ Malayan ”’ series of notes, but these 
had barely begun to be put into circulation before the Japanese attack and the 
occupation of the peninsula. That occupation had less effect on the currency 
position than in Hong Kong. The Japanese issued currency of their own, 
nominally equal in value to the Malayan dollar, but they did not demonetize 
the Malayan issues. During the later period of the war, these issues vanished 
from circulation into hoards, while the Japanese issues steadily lost value. 
They were demonetized and declared worthless after the liberation. The old 
Malayan currency then stepped back at once to its old position and to its 
pre-war parity of 2s. 4d. Fortunately no substantial stocks had fallen into 
Japanese hands as the authorities had been able to destroy nearly all their 
unissued notes. The accidental loss of a shipment of the new notes in transit 
to Malaya, although not serious in itself, was, however, troublesome, as it 
involved the cancellation of the whole new issue of that particular series 
(which had not yet been issued to the public) in order to prevent the Japanese 
making use of notes which had fallen into their hands. 

As in the other Eastern territories, the Japanese currency malpractices left 
a legacy of difficulties arising from transactions in the occupation period in 
which people had either sought to discharge pre-occupation liabilities in enemy- 
issued currency or had entered into new obligations expressed in such currency. 
The legal position was felt to be full of uncertainty, and the Governments 
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have therefore introduced legislation (which is still under discussion in the 
local Legislatures) to settle so far as possible which of these transactions 
should be regarded as wholly or partially valid, as a preliminary to the lifting 
of the moratorium which still governs pre-occupation debts. 

The constitutional changes in Malaya since the war have not altered the 
substance of the currency arrangements, but the formal responsibility and the 
division of surplus income have been adjusted to take account of the establish- 
ment of the Federation of Malaya, the transfer to it of parts of the former 
Straits Settlements colony and the constitution of Singapore as a separate 
colony. 

The following are the figures of circulation of Straits Settlements, later 
Malayan, currency since 1930: 

(In dollars) 


At December 31: Notes Coin* 
1930 a ‘ia ea he 83,153,332 15,494,558 
1931 és ee ke ite 68,142,453 13,725,812 
1932 aie = és is 69,221,803 12,794,347 
1933 as =e is re 67,688,361 12,763,947 
1934 ‘a ie ne ‘os 76,509,949 13,283,503 
1935 ke a ar sie 77,345,310 13,401,424 
1930 ar i ee oe 84,706,523 13,529,417 
1937 , Yr aa — 105,697,720 14,689,351 
1938 : aN ana aa 105,300,469 17,205,534 
1942f - a bra sd 160,360,703 25,931,714 
1946 a ms acs on 391,286,252 27,288,632 
1947 és rar ~e ek 412,103,847 28,767,826 


* The coin figures almost certainly overstate the amounts actually 
in circulation, especially in the later years, as much of the coin originally 
issued has been melted down. 

{+ February 15, 1942, eve of Japanese occupation. 


The British territories in Borneo have always been within the economic 
sphere of influence of Singapore and their currencies have been closely linked 
with that of Malaya. At one time bronze coin issued in Borneo came to 
circulate in Singapore to an embarrassing extent, but in more recent times 
the tendency has been the other way, i.e. for Malayan currency to be used in 
Borneo. The Straits dollar was indeed the legal currency of Labuan as part 
of the Straits Settlements and of Brunei, one of the unfederated Malay States. 
The formerly independent States (under British protection) of North Borneo 
and Sarawak had their own note issues, but based them on the Straits dollar. 
At the time of the liberation of these States from Japanese occupation, Malayan 
currency was taken in and made legal tender for the time being, owing to the 
practical difficulties of supplying troops with the local issues. Now that both 
North Borneo and Sarawak have become British colonies, it is understood that 
it is intended to adopt Malayan currency permanently, in which event a 
suitable formal agreement will have to be made between the Borneo and 
Malayan Governments. 

Malaya, especially Singapore and Penang, enjoys a fairly well-developed 
banking system. Three U.K. banks are established there—the Chartered Bank 
of India, the Mercantile Bank of India and the Eastern Bank, together with 
the Hong Kong and Shanghai Bank, registered in Hong Kong. These have a 
number of branches throughout the peninsula. In addition, there are branches 
of various foreign banks (American, French, Netherlands and Chinese) and 
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half a dozen locally registered banks of which the most important is the 
Overseas Chinese Bank which itself has branches outside Malaya. As in 
Hong Kong—though on a smaller scale—there are also Chinese “ native ” 
banks and goldsmith-moneylenders doing various branches of banking business, 

In Malaya, as generally in the colonies, exchange business forms a high 
proportion of banking activity, but Singapore is nothing like as active an 
exchange centre as Hong Kong. Most business has always been settled in 
sterling, even when the trade is actually in, say, rubber to North America, and 
there is to-day nothing approaching the free exchange market of Hong Kong. 

But the authorities are not without their special problems in the sphere of 
exchange control. As is well known, Malaya’s rubber and tin are among the 
sterling area’s biggest dollar earners, and precautions have to be taken to see 
that the physical exports do actually earn dollars which are duly surrendered 
to the control. Hence, it was in Malaya, in the early days of the war, that 
measures were first introduced to enforce the surrender of exchange earned by 
exports ; these measures, at first somewhat ineffective, were tightened up in 
the light of experience and later adopted in the United Kingdom and elsewhere 
in the familiar C.D. 3 procedure. Latterly, the problem has taken a new 
form—that of shipment of produce to neighbouring countries where it can 
be sold for re-shipment to America for dollars which are free of British control 
and available for sale on a free market. No doubt the authorities are checking 
this practice to the best of their ability. 

Another local exchange problem arises from the entrepdt trade. The 
Netherlands Indies authorities naturally feel that they are entitled to a due 
share of the dollars received from their produce shipped via Malayan ports ; 
special agreements have therefore been made at various times since the war 
to provide for such a sharing out. 

A final problem of exchange control is that of dollar imports—a problem 
which is complicated in Malaya both by the entrepét trade and by some 
natural though illogical local feeling that so large a dollar earner ought to be 
allowed a little freer hand in spending dollars than the average part of the 
sterling area. However, Malaya has accepted with very reasonable grace the 
necessity of economizing dollar expenditure, and certain laxities in the control 
of imports have been corrected by new measures recently put into operation. 
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SCOTLAND: 


An Economic and Industrial Survey 


Scottish Population Problems 
By a = Taylor 


(Secretary of the Institute of Bankers in Scotland) 


DAM SMITH was a Scot. Perhaps in no other country was his doctrine 
Ac the “ hidden hand ’’, which was to guide men to promote the common 

good by the mere pursuit of their own self-interest, so willingly accepted 
and so religiously followed as in Scotland. But, for the many, the ‘“ hidden 
hand” was a poor guide. It led men to forsake the hills for the hovels—the 
hovels that sprang up in those areas of the south-west which developed in the 
years of the Industrial Revolution. If its compulsion was not sufficiently 
strong, the landlords of many northern estates, finding their “ enlightened 
self-interest ’’ better served by keeping sheep on the hills instead of men, 
drove out the latter and, when deer promised better returns than sheep, off 
went the sheep. 

By the time that undiluted /aisser-faire had ceased to be the fashionable 
doctrine, the country had developed an industrial belt, largely concentrated 
on the heavy industries ; agricultural areas, some excellent but many on the 
margin ; fisheries on the coast ; and, in the North, large tracts which depended 
for subsistence largely on an adequate supply of men rich enough to afford 
extortionate prices for the privilege of shooting grouse, stalking deer and 
fishing salmon in the Highlands. ‘ Welfare ’’ legislation gradually diminished 
the stock of rich men ; agriculture and fishing could not withstand unprotected 
the onslaught of cheap imports in the “dumping” period; and, as each 
source of income in turn dried up, the rural population moved into the indus- 
trial belt, crossed the border to swell the labour force employed on the lighter 
industries growing up in England, or followed their ancestors to the Dominions 
and Colonies. 

The first of the remedial measures introduced to counter depression was 
“rationalization ’’. It concentrated distilling in the larger plants and closed 
many of the smaller ones which had provided employment in rural areas. It 
concentrated steel production across the border, and Scottish steel workers 
in one area moved almost en masse—to work admittedly in much better sur- 
roundings, but taking with them the ancillary employment provided by their 
spending. ‘“‘ Rationalization” did not help; but protection assisted agri- 
culture, and rearmament put new life into the heavy industries, so that the 
economy was exhibiting a somewhat less punch-drunk appearance when war 
broke out in 1939 and brought us the blessings of planning. 

Expansion of the armament industries was based at the outset largely on 
the so-called shadow factories, situated near existing plants so as to facilitate 
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concentration and the dilution of labour. Most of these factories and many 
others which sprang up in the early years of the war were in England, and as 
Scottish factories fell out of production they were closed and used for storage, 
while the “ mobile ’’ portion of the labour force was directed to the Midlands, 
where there was a labour shortage. Bombing and agitation halted this trend 
after a time, but from the population point of view the damage had been 
done. Scottish girls transferred South got married there and, naturally, did 
not return after the war, while their sisters who had stayed at home also made 
good use of their chances and married the men from overseas who were 
stationed in Scotland. The remark by one of Sir J. M. Barrie’s characters that 
‘ There’s no more awe-inspiring sight than a Scotsman on the make ”’ might 
well in latter years have been twisted to read “‘than a Scotswoman bent on 
matrimony’! The results, at any rate, were awe inspiring, for while Scotland 
lost 34,000 men aged between 20 and 39 as a result of the war, the loss of 
women in the same age-group was 70,000. 

To ask whose was the fault is to enter a realm as arid as that in which 
theologians of former days argued about the number of angels who could 
stand on a pin-head. Books have been written, committees (in dozens) have 
sat, commissions have reported, governments have come and gone, all have 
made little difference. The population has moved from the country with a 
lower standard of living to regions which promise a higher standard, and it has 
perforce moved from the rural to the urban areas ; the process has been steady, 
almost inexorable, and the results are now written plainly in the Report of 
the Registrar-General for Scotland. 


* 


So much for early trends. What, now, of the present ? The figures cited 
below set the boundaries of the problem ; they have been taken mainly from 
‘““Scotland’s Changing Population’’, which was published for the Scottish 
Council for Social Service in 1946 ; but many of them can also be found in the 
“Annual Abstract of Statistics, No. 84—1935-46”’. 

Statistics of the total population of Scotland show that it increased from 
3.3 millions in 1871 to 4.8 millions in 1931 ; the estimated population of 5.5 
millions for 1946 was 55 per cent. above the 1871 figure. This, at first glance, 
seems not unhealthy, but the figures, unfortunately, tell but a small part of 
the story. They do not reveal, for instance, that a natural increase of 2.7 
millions during the period was offset by a migration loss of 1.2 millions. They 
do not show that Scotland lost 392,000 (or 8 per cent. of its population) by 
migration between Ig2I and 1931—a period during which England and Wales 
showed a net increase by migration of 544,000. This drain was slowed down 
after 1931 by restrictions on immigration imposed by other countries, but the 
threat remained, as is shown by the fact that to fill employment vacancies in 
England of a quarter of a million in 1946 only 3,000 Scots could be taken 
because of housing shortages—but 9,000 volunteered. 

Most important of all, perhaps, the figures do not reveal the maldistribution 
of population throughout the country, nor do they tell us anything about the 
changing age-structure. Three-quarters of the population now live in one- 
fifth of the area of the country. The changes in distribution which have 
taken place since 1871 are shown in the following percentages : 
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Percentage of 1931 population as 
population percentage of 1871 
Area 1871 1931 
North éa ia a - 31 20 94.1 
South os oi ats 5 5 92.3 
West Central ne ae a 37 48 185 
East Central es i ns 24 27 144 
100 100 


Depopulation is a cumulative and accelerating process. It shows first not 
in the numbers of the population but in the distribution of age groups. When 
young people leave an area they take the possibility of natural increase with 
them ; the age structure of the community grows steadily more unbalanced ; 
the older people die and the community disappears. In Scotland as a whole, 
the average age ~ the population is increasing. In Igor it was 27.1 years, by 
1931 it was 31.3 years; and it is still rising. Im 1901 4.8 per cent. of the 
population was age d 65 or over, in 1946 the percentage was 9.7, and in certain 
districts the proportion is as high as 20 per cent. These districts, unless drastic 
action is taken to reverse present trends, will be empty and derelict in less than 
a generation. 

* 

Drastic action, it has been said, is called for. But before discussing the 
action required, something further should perhaps be said in justification of 
any such action, for there is a strong and fairly vocal school which seeks an 
answer to our present problems in emigration on a scale even greater than 
in the past—planned emigration, of course, controlled emigration, that is 
understood, but—if the planners and controllers can achieve their object in 
no other way—enforced emigration, as a last resort. 

Over a century ago Sir Walter Scott, in the Letters of Malachi Malagrowther, 
had to meet and answer the argument against Highland development, which 
concluded with an adjuration to “ Leave your ke Ip- rocks to the undisturbed 
possession of seals and mermaids, if there are any—you will buy barvilla cheaper 
in South America. Send your Highlanders to America and Botany Bay, 
where they will find plenty of food, and let them leave their present sterile 
residence in the utter and undisturbed solitude for which Nature designed it ”’ 
Why not, in modern terms, devote the Highlands and the Borders to National 
Parks and game preserves and confine development to those areas in which, 
apparently, people are more willing to live ? 

Shall we, then, in this “‘ atomic’”’ age, accept as given and unalterable a 
situation in which 20 per cent. of the country’s population is crammed into 
no more than three square miles around the centre of Glasgow, and another 
20 per cent. live within the 340 square miles surrounding Glasgow? Or, in 
the economic sphere, with all Britain’s balance of payments difficulties to face, 
can we afford to leave any source of national wealth undeveloped? War 
taught us to make use of Loch Aline silica sand and Skye quartz, research is 
showing the possibilities latent in seaweed and peat—and these are not the 
only raw materials available. There is also the social aspect. Can anyone 
doubt whether it is better that the next generation should be brought up in 
the appalling conditions of overcrowding which still exist in our industrial 
towns (the percentage of overcrowding in Scotland was 22.6 in 1936 as against 
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3.8 in England and Wales) or in the cleaner air and freer atmosphere of the 
Highlands and the Borders ? ‘‘ Taking jobs to the workers ”’ is only a palliative, 
suitable in the present conditions of housing shortage, but one which should 
be gradually abandoned in favour of a policy designed to promote work in 
areas where, from the social point of view, the workers should be. 

Such are the arguments for action rather than supine acceptance of the 
present situation, and much has been done already. The Hydro-Electricity 
schemes are well advanced ; afforestation is proving its worth in holding 
population ; two years’ intensive work has been put in towards development 
of the tourist trade—this last has been wrecked, however, by the paucity of 
the petrol ration this summer and, even more, by the operations of the Catering 
Wages Act—a measure designed to meet conditions in large hotels, but quite 
inappropriate to the small country inn. It was announced last month that 
a part of the Highlands is now scheduled as a Development Area. 

All this, and more which there is not room to mention, adds up to a con- 
siderable volume of activity, but the time for specious optimism about the 
future has not yet arrived. Almost all the publicity and activity, so far, 
have been devoted to the Highlands, but the Border Counties are faced with 
a population situation almost equally grave. There is great need for co- 
ordination of the new activities to ensure that they complement and do not 
compete with one another. Finally, there is need for some guarantee, other 
than Scottish persistence, that the whole problem of re-deploying the population 
will be treated as one requiring continuous effort and constant attention. For 
the time being, the export drive, and the vital production programmes upon 
which Britain’s hopes of regaining her economic independence rest, claim 
first place in national policy. On a short view, that is undoubtedly right, 
but it needs to be remembered that it 7s a short view—which means that some 
account should be taken, even now, of the price that may have to be paid, in 
terms of social as well as economic values, in the long run—if problems such 
as that of employment in Scotland are wholly subordinated to the oppressive 
needs of the hour. 
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The Beginnings of Scots Banking* 
By F. W. Forge 


HESE notes on the origins of the principal Scottish banks, provoked by 
Treading the excellently presented history of the Bank of Scotland by 

Dr. C. A. Malcolm,+ are perhaps better calculated to arouse curiosity 
than to satisfy it. But the beginnings of Scottish banking well deserve more 
study than they customarily receive. In the widest sense of the term, banking 
in Scotland goes back many centuries. There are recorded instances of it in 
the twelfth century. From that time until the Act of Union, Scotland main- 
tained independent relations with more than one continental country in the 
field of commerce as well as in that of kingly politics and its natural extension, 
armed conflict. Where commerce was, banking of the type associated with the 
Lombards had to follow. But of banking in the modern sense, the beginnings 
in Scotland must be dated from the granting of a charter to the Bank of 
Scotland, an event whose two hundred and fiftieth anniversary fell on July 17 
this year. 

Barely a year after the formation of the Bank of England in 1694, a group 
of London Scots were fired with the idea of creating a similar institution for 
Scotland—but with the important difference that the Scots bank was to work 
primarily for the promotion of trade and industry in Scotland and not for the 
financing of the Government. The main support for such a scheme had to 
come from Scotland and that for all practical purposes meant from Edinburgh, 
which was not only the capital city, but also the main centre of commerce. In 
the closing years of the seventeenth century continental trade was still relatively 
very important and in any case Glasgow had to wait until the first deepening 
of the Clyde in 1773—over three-quarters of a century later—before ships of 
over eight feet draught could discharge directly at its quays. Support for the 
banking project was quickly forthcoming. The bank was formed with a 
nominal capital of {1.2 millions Scots, £100 ,000 sterling, with a monopoly of 
note issue for twenty-one years and the curious provision that all ‘“ foreigners ” 
who joined as Adventurers (Shareholdeis) were to be deemed naturalized 
Scots. It was 1696 before the capital was fully subscribed; but business 
started on the proceeds of a call of 10 per cent. 

Virtually the only point which the new adventure had in common with 
modern banking was that it was incorporated as a joint stock enterprise. 
Methods of business bore no resemblance to modern practice. Loans were 
granted against approved security, but for many years this appears to have 
consisted principally of charges on real property. Drafts on the loans were 
met by the simple expedient of issuing the notes of the Bank. It is scarcely 
surprising that whenever lack of public confidence caused a run on the Bank, 
payment had to be stopped. Branch banking was attempted from the outset ; 





* THE BANKER’S economic survey of Scotland this year omits the usual review of recent 
banking experience, because at this season the latest available balance-sheets are particularly 
out of date. The customary article will in future appear at a more suitable date.—Eb. 

t The Bank of Scotland, 1695-1945, published by the bank, for private circulation, to com- 
Memorate its 250th anniversary, and most handsomely produced by R. & R. Clark Ltd. of 
Edinburgh. A fore taste of the fruits of Dr. Malcolm’s researches appeared in THE BANKER for 
November, 1945: ‘‘ The Bank of Scotland’s 250th Anniversary ’’ ; see also his “‘ Early History 
of the British Linen Bank ”’, in THE BANKER for November, 1946. 








112, i THE BANKER 





in its first year of operation the Bank opened branches in Aberdeen, Montrose, 
Glasgow and Dundee—but was forced to close them almost immediately, 
owing to the violation of its right of note issue by the Darien Company. This 
was at a time when the Darien scheme was still regarded as an overwhelming 
proof of Scottish enterprise, and the Bank, wisely, preferred to wait rather 
than to fight. Meanwhile, in addition to closing branches, the board cut 
salaries, called in such loans as it could collect and called up 20 per cent. of 
the capital, or more accurately borrowed money from the shareholders to that 
extent. The scare proved transient. Most of the measures were quickly 
reversed, but the branches were not thereupon re-opened. 

More serious threats followed soon afterwards. In 1704 payment was 
definitely suspended, and the Bank was obliged to promise to pay interest on 
its notes until redeemed. An enquiry was held and the Bank was declared to 
have “‘a considerable overplus”’. Despite these difficulties and the losses 
resulting from fire, forge ry, the re-coinage on Union in 1707 and acts of the 
king’s enemies in the “ Fifteen ” and the “ Forty-five”, the Bank appears to 
have made and distributed very considerable dividends on its diminutive 
capital. Payments of up to 20 per cent. were common, the range being from 
6 to 30 per cent. No doubt profits on successful ventures were very high. 

Undoubtedly, the main basis of the Bank’s earnings was its note issue, 
made more popular and useful to the country after 1704 by the issue of the 
{1 note. Discount business seems to have been of very modest amount. It 
was not until 1704 that the first deposit was accepted, and this was free of 
interest and repayable on demand. Four years later deposits of {500 and 
over were accepted freely, but no interest was paid until 1729, when 3 per 
cent. was allowed on money at six and 4 per cent. for money at twelve months’ 
notice. Even so, this type of business did not become considerable until 1762. 

Meanwhile, what was felt to be a much more serious threat to the position 
of the Bank was growing up—the beginnings of competition. One of the last 
acts of the old Scots’ Parliament was to award £232,884 5s. o?d. compensation 
to subscribers to the Darien scheme. There was then established—in circum- 
stances too tortuous to permit brief description here—a company known as 
the Equivalent Company, charged with the distribution of English compen- 
sation. Out of that concern there grew the Royal Bank of Scotland. The 
directors of the Equivalent wanted to keep other people’s cash as well as 
their own, and as the Equivalent was a Scottish incorporation, its activities 
in that direction could not infringe the rights of the Bank of England. But 
it could and did menace the Bank of Scotland, henceforth known as the Old 
Bank. That institution had not applied for renewal of its monopoly right of 
note issue, which had expired in 1716, and thus left scope for the Royal, 
which, on March 31, 1727, obtained a charter for banking in Scotland only. 

There then ensued a brief war to the knife between the two institutions. 
Each appears to have accumulated the notes of the other, with the object of 
embarrassing its rival by demands for coin. It was inevitable that the Old 
Bank should suffer, given that the New remained in existence. On March 27, 
1728, the Old Bank stoppe ‘d payment for the third time—the second stoppage 
had occurred in the “‘ Fifteen ’’. But the Royal accepted notes of the Old Bank 
for a further two months, and so preserved confidence in the note circulation, 
thus enabling the Old Bank to resume payment on June 27. Whatever the 
original objects of the competitive note-cornering, its final outcome was to 
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establish the practice of acting as collectors of notes of rival banks, out of 
which the modern “ clearing’’ has grown. After a suggestion for a merger, 
which was refused, the two banks appear to have settled down quickly to 
work side by side in friendly competition. During the stoppage the Old Bank 
had again promised interest on its notes and for decades some of them were 
printed with an optional clause permitting this practice as an alternative to 
payment on demand. It was not until 1766 that this custom was made 
illegal. The stoppage had been caused, as on previous occasions, by the 
nature of the Bank’s business; two-thirds of its called-up capital and the 
whole of its note-issue had been sunk in heritable and personal bonds. 

Whatever the ideals of the Royal board may have been at this early stage, 
they certainly did not include a network of branches ; until a Glasgow branch 
was set up in 1783, the whole business was concentrated in Edinburgh. Mean- 
while, an account was opened with the Bank of England, and until 1849 the 
bank sent a yearly douceur to the officers who handled its business. From 
the start the Royal has represented the Bank of England in certain matters 
in Scotland. An important contribution to banking practice was the early 
institution of the cash credit. Under this a merchant or trader of good standing 
could draw on the Royal, up to a stipulated maximum, on the sole security of 
his personal bond backed by two or more responsible friends. Interest was 
payable on the amount drawn and for the period it was enjoyed. This valuable 
facility for customers was practicable because, at a time when the number of 
clients was relatively small, the banks could readily ascertain the standing of 
each. The principle of the cash credit, gradually adopted by all Scottish 
banks, played an essential part in the development of the country in the 
ensuing hundred and fifty years or more. Neither in the early eighteenth 
century nor for some considerable time later did either of the banks do any 
real business in bills, foreign or inland. This was left to private bankers and 
merchant financiers and seems largely to account for the failure of the Old 
Bank to maintain the branches it frequently sought to establish, as well as for 
the decision of the Royal to avoid branch banking. In fact, both appear, for 
some considerable time, to have financed land owners, local authorities and 
industrial expansion rather than commerce. 

Following the final crushing of rebellion in Scotland, there was established, 
in 1746, what was destined to become the third of the Scottish banks, the 
British Linen Company, formed to foster the linen trade, then the leading 
industry of Scotland. It was natural that such an institution should have 
agents throughout the country, with the result that when the Company took 
to banking, as it very early did (although its charter was long delaved), it 
gave an impetus to branch banking in Scotland. Shortly after this, the boom 
in trade in Glasgow and other centres led to the establishment of local banks. 
It is impossible here to try to trace even the main outlines of their history, 
but all have disappeared either by absorption or through failure. A local 
Aberdeen bank, it is worth noting, issued notes to the full amount of its 
subscribed capital although only a fraction of that was ever paid up. The 
Old Bank established the Ship Bank in Glasgow. The Royal followed suit 
within a year. These were in no sense branches, but independent companies 
which before long were proving powerful competitors to their parents. 

The year 1772 brought financial crisis, and the ensuing decade war in 
America, Europe, and India; but thereafter there was renewed prosperity 
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which brought forth new private banks capable of benefiting from the mistakes 
of their predecessors. The rise of Glasgow, and expansion in many other 
areas, date from this time. If the public banks had not been embued with the 
idea that it was beneath their dignity to deal with the small requirements of a 
large public, this would have been the moment to develop branch banking, 
Actually, it was not until a decade later that the Royal established its first 
branch, in Glasgow. At that date the British Linen had twelve and the Old 
Bank, apparently, ten. Another decade of peace carries the tale to the 
Napoleonic Wars, but by then the industrial revolution was in full swing. 
The dislocation caused by the closing of the Continent called forth an adapta- 
bility which was to become a feature of the age. With the new men came new 
banks, a second spate in 1809-10, including the Dundee Union, the Glasgow 
Banking Company and the East Lothian Bank. By way of light relief, it is 
perhaps worth recording that, after twelve prosperous years, the ingenious 
manager of the last absconded with £30,000 of the bank’s notes. Before 
doing so he appears to have devised a plan for incarcerating his directors in 
wine puncheons—well-ventilated and empty—which he proposed to ship to 
Danzig. Apparently the vigilance of the board did not suffice to warrant the 
execution of the scheme. The East Lothian bank met its liabilities in full. 
The other two banks were duly absorbed. 

But of the banks which came into existence in 1810, one, the Commercial 
Banking Company, now the Commercial Bank of Scotland, was destined to 
change the face of Scottish banking. Hitherto, as has already been hinted, 
the public banks, or at least the three leaders, had preferred to leave the bulk 
of the small business to the private bankers to whom they entrusted generous 
supplies of their notes. According to their ideas this saved a great deal of 
trouble, kept their staff down to a minimum and was a cheap substitute for 
branches, which evidently could not pay unless one went after all types of 
business. They fulfilled in some ways the same functions which the Bank of 
England exercised for Britain twenty years ago. The Commercial Bank, as 
its title seemed to indicate, had different ideas. One must suppose that it was 
regarded as something of a vulgarian when its surprising intentions first became 
clear to its older rivals. It proposed to go down into the market place and find 
the business for itself. Instead of inviting private bankers to sit on its board 
as its rivals were doing, its constitution stipulated that no private banker 
might be a director. 

With an energy which must have appeared in appalling bad taste, the 
newest bank sent out note “ circulators’ as a preliminary to opening actual 
agencies ; and it sent them from the Cheviots to Shetland. There appears for 
a time to have been a revival of the note-accumulating tactics adopted when 
the Royal broke in upon the Bank of Scotland’s monopoly. But, whatever 
the first reaction to the Commercial’s efforts, it was not long before its com- 
petitors admitted that there had been a gap to fill and that the Commercial 
had filled it. In 1810 the “ chartered ’’ banks in Scotland had only thirty-six 
branches—the Bank of Scotland twenty, the Royal one, and the British 
Linen fifteen. Ten years later the total was about a hundred for all banks, 
of which sixteen belonged to the Commercial. If this expansion is considered 
moderate, it must be remembered that the decade was one of extreme difficulty. 
It was only in 1821 that the Bank of England fully resumed payments after the 
last of the war crises, and by that time Ireland had been swept clean of bankers. 
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In Scotland the impact was taken by the private banks. Between 1808 and 
1826 fourteen ceased to exist, most being absorbed. The “‘ chartered’ banks 
remained conservative in action if not in ideas. Most lost considerably, but 
the losses were temporary. The up-trend of business was soon resumed. Even 
in 1819, the year when the “ Radical Rising ” had caused a whole company of 
sharpshooters to be posted within the Glasgow branch of the Royal “‘ with 20 
Rounds of Ball-Cartridges in their Cartouches’”’ a director of that bank was 
able to say that in the past five years 50 per cent. had been added to the capital 
of £1 million solely out of profits, although 7 per cent. per annum had been 
paid in dividend. 

It was a period not only of accelerating expansion at home, but of vast 
development overseas, largely with British capital. In this, and particularly 
in relations with Canada, the banks of Scotland were to play a substantial 
part. There was much yet to come, including the establishment of four of 
the eight Scots’ banks now in existence, but the foundations and the main 
concepts on which the ensuing expansion was to be based had been laid down 
by the end of the first 125 years of Scottish banking. In 1837, after yet another 
money crisis, there were 24 banks in Scotland with 274 offices, with an aggregate 
capital in the region of £7 millions, note issues of about £3 millions and deposits 
estimated at £25 millions. The total coin in circulation in the country has 
been variously put at £300,000 to {1 million. Something very like the modern 
pattern had been established. 

The story is brought up to date, in bare outline, in the following table, 
which gives the most complete figures available for the years selected : 


No. of Capital and Notes in Invest- 

Year Branches Reserves Deposits circulation ments 
£000’s £000's £000’s £000’s 
1845 3 ” 382 33,192 3,087 . 
1900 ee -o 2,098 16,217 107,154 33,401 
1913 os > £2800 17,296 125,887 ’ 38,049 
1922 a .« ea 19,731 267,791 . 126,025 
1930 ai as .aoae 30,099 256,083 21,405 98,092 
1938. .. 1,902 33,532 325,253 184,331 
1947-48 .. os “See 38,846 703,574 19,625 401,887 
* Not available. 


The Act of 1845 provided that in any future year the free, or fiduciary, 
portion of the issues of notes by Scottish banks should not exceed the average 
issue of the year 1844-45, namely, the figure given above. Any excess, on a 
four-weekly ascertainment, was to be covered pound for pound by gold and 
silver coin, of which not more than one-fifth might be silver. The Currency 
and Bank Notes Act of 1914 substituted Currency Note Certificates for coin, 
and the position has remained substantially the same ever since. It should 
be noted that the Act of 1845 took the profit out of note-issuing by Scottish 
banks, so that thereafter their value to the Scottish banks was virtually con- 
fined to their merits as advertising media, and their volume failed to keep pace 
with the rising demands of Scottish commerce. Thus, although the Act had not 
made English notes legal tender in Scotland, there was a tendency for such 
hotes to circulate there—a tendency which was stimulated by the issue of 
English one pound and ten shilling Treasury notes during the First World 
War. In consequence, no conclusions about monetary circulation or banking 
policy can be drawn from changes in the Scottish issues after 1845. 








THE BANKER 


Light ae wail N ew 
By C. A. Oakley 


T is easy to forget that before shipbuilding, coal mining and iron and steel 

manufacture came to dominate the scene, the making of calico, dowlas, 

and osnabergs was the chief industrial activity in Scotland. The fortunes 
of Glasgow were founded upon tobacco and sugar, not upon the Queen Mary 
and the Queen Elizabeth. L ight industry in Scotland has a long tradition and 
it is now experiencing a renaissance, in spite of the high level of activity in the 
coalfields, steel foundries and shipyards. 

Some stimulus has been given to this movement by the policy of the 
Special Area Commissioners before the war and by the Distribution of Industry 
Act since. The result has been to introduce greater variety into those districts 
—Central Scotland, the Clyde Valley and Dundee which were so over-dependent 
on a few big industries as to be almost defenceless against depression. This 
diversification has resulted not in the grafting on to the Scottish economy of a 
wholly novel and uncertain off-shoot, but in the development of industries 
which are either rooted deeply in its past or essential to its future. Among the 
traditional industries which spring to mind are textiles, tobacco, paper and 
whisky. The early days of tobacco trading still have their legacy in the large 
tobacco factories such as Stephen Mitchell’s of Glasgow, Dobie’s of Paisley 
and John Cotton’s of Edinburgh ; while the subsequent cotton boom created 
the thread mills of Paisley, the shirtings made in Glasgow and the sheets and 
towels of James Finlay & Co. Ltd., of Catrine and Deanston. Features of the 
expansion of the cotton industry to-day are the factory being built for Francis 
Sumner & Co. Ltd., at Shotts, and the tyre cord being made by the Dunlop 
Rubber Company in the converted Thornliebank and Dunfermline factories. 

In the sixteenth century Scotland’s chief export was linen, and to-day the 
making of heavy linen goods, tarpaulins and sailcloth is still carried on in East 
Coast towns such as Kirkcaldy and Dundee. In the West the industry con- 
tinues in Port Glasgow, where the Gourock Ropework Company, Ltd., and the 
tarpaulin firm of Thomas Black & Son Ltd., are located, and in Johnstone, 
where linen thread is made. Thomas Black’s, badly damaged during the war, 
was the first tenant in production on the new industrial estate at Port Glasgow. 
For fine table linen, famous both at home and abroad, the Scottish centre is, 
of course, Dunfermline, whose fine damasks and domestic furnishings are now 
made side by side with increasing quantities of silks, rayons and satins. Like- 
wise, until about 1870 Dundee held the world monopoly of the jute industry, 
which is now over 100 years old and is undergoing radical modernization in 
Dundee and its surrounding districts. Jute is, furthermore, the basic raw 
material of the linoleum industry in which the Kirkcaldy firms of Barry, Ostlere 
and Shepherd Ltd. and Michael Nairn & Co. Ltd. are leading manufacturers. 

The best known Scottish product in the textile —— is, however, wool. 
Records exist of Scottish hosiery exports to France as far back as the fifteenth 
century. The whole modern range of woollen products covers handwoven 
tweeds from Harris, Skye and Sutherland ; hosiery knitted to the ancient Fair 
Isle patterns ; and the latest designs in sports materials and creaseless crepe 
tweed from the Border Mills—the latter having excellent export prospects. 
In fact, the Scottish tweed and hosiery industries as a whole contribute largely 
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to our dollar-earning exports. Of recent years these industries have added to 
their ranks not only a new factory at Uddingston for the making of worsteds 
by Salts of Saltaire, but also one established by Black Dyke Mills at Cumnock. 
Several hosiery firms from the Midlands have started branch factories in 
Scotland, one as far north as Wick. Also in the textile group is the carpet 
industry, whose best known firms include James Templeton & Co. Ltd. of 
Glasgow, Blackwood Morton & Co. Ltd. of Kilmarnock and A. F. Stoddard 
& Co. Ltd. of Elderslie—some of the largest carpet factories in the British 
Commonwealth. As an example of efficiency in a small textile industry it 
is worth noting the lace-making of the Irvine Valley, which is exporting more 
than twice its pre-war volume and producing as much as 30 per cent. more 
per twist hand than is the Nottingham area. 

The furniture industry is another of the less-known Scottish light industries. 
It is concentrated at Beith in Ayrshire, at Lochwinnoch in Renfrewshire, and 
in Glasgow, where there is a high degree of specialization on ship furniture. 

Soft water, indispensable for such things as beer and paper making and 
for such processes as dyeing and finishing, has dictated the location of, for 
instance, large paper mills and breweries in Edinburgh and Clackmannan. 
Paper is also manufactured in Aberdeenshire and Fife, and opportunities for 
post-war development have not been neglected. Examples of the new products 
introduced within recent years include hygienic wrapping paper for food 
export made by Donaldson & Filer Ltd., and the making of dressmaking 
patterns by Simplicity Patterns Ltd., on the new industrial estate at Blantyre. 
Quality printing and publishing are largely identified with firms such as 
Nelson’s in Edinburgh and Collins’ cnd Blackie’s in Glasgow, with specialized 
side lines such as the postcard printing of Valentine’s in Dundee, poster 
reproductions by McCorquodale’s in Glasgow and the colour cartography of 
Bartholomew’s in Edinburgh. 

One cannot go further without mentioning whisky distilling. Scattered 
widely over the Highlands and Islands, the distilleries are using local peat for 
fuel, and rank as one of Britain’s important dollar earners. The bottles to 
hold this whisky and the excellent beer mentioned above—Edinburgh is the 
second largest brewing centre in Great Britain—are all made in Scotland, 
mostly in the east central area. 

Add to all these industries preserve-making at Dundee and Paisley, quality 
glass manufacture at Edinburgh and Perth, confectionery in Glasgow and 
Edinburgh, and one can form an impression of the variety of light industry 
which has existed in Scotland for some time, the expansion of which has 
helped to diversify the heavy industrial areas. 

Although this process of balancing is not yet nearly complete, there is 
already a formidable list of entirely new names in the Scottish Directories which 
few would have expected to see in, say, 1935. On the industrial estates alone, 
there are many well-known firms both local and immigrant, such famous ones 
as Rolls Royce at Hillington, Remington Rand at Hillington, Hoover at 
Cambustary and Massey-Harris at Kilmarnock. Other goods made in factories 
on the Hillington estate include refrigerators, air-conditioning equipment, 
tinned soups, razor blades, vacuum cleaners, nuts and bolts, typewriters, electric 
tazors, photographic equipment and scientific instruments. Tenants on the 
other Glasgow estates include companies with origin in America, Holland, 
Sweden, Switzerland, as well as various parts of Great Britain. 
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Products already being made or planned for manufacture on the Lanark- 
shire estates range through laminated springs, cellular blankets, telephone 
equipment, alarm clocks, oil stoves, drinking straws, shoe and glove leather, 
to aluminium hollow-ware. 

In individual factories new developments are also taking place, and many 
of the firms are war-time evacuees who have decided to make permanent 
homes in Scotland. One of these is Glacier Metals Ltd., which, in a post-war 
factory at Kilmarnock, is augmenting the production of motor car bearings 
which it also makes at Hillington. Another is the Telegraph Condenser Com- 
pany Ltd., making electrical condensers in Bathgate. Two well-known firms 
newly located at Hamilton are Philips Ltd., making radio receivers, and 
Maclean & Co. Ltd., manufacturers of metal windows. At Motherwell, Metro- 
politan-Vickers Electrical Co. Ltd. has taken over a large factory for electric 
meters and other items, while a recent arrival at Linwood is the Pressed Steel 
Co. from Oxford. Continuing the noticeable trend towards light metal indus- 
tries, the British Aluminium Co. Ltd. is operating new rolling mills at Falkirk. 

As a tailpiece to the story of industrial enterprise in the West, one might 
add the Scottish branch of a Southern firm which has converted a former 
creamery at Mauchline into a factory for plastic optical accessories ; or the 
production by John Barr Ltd., an established firm in Dumbarton, of aluminium 
dingies and lifeboats. 

Elsewhere, there are signs that the movement of coal developments towards 
Fife and the Lothians is giving an added incentive to light industry in the 
capital and its surrounding district. While Edinburgh is unlikely to become 
a city of factory chimneys, it may well find its industrial reputation in the 
future ranking with its cultural activities. Notable firms which are expanding 
include Bruce Peebles & Co. Ltd., and Ferranti Ltd., the latter a war-time 
settler. 

Outside the industrial belt one of the most attractive of the newer industries 
is food canning. To Blairgowrie, heart of the fruit-growing region, have come 
Wisbech Produce Canners Ltd. ; Crosse & Blackwell Ltd. are producing soups 
and other tinned foods at their Petherhead factory ; Maconochie Bros. Ltd. 
are at Fraserburgh ; while Smedley’s of Dundee, in addition to their other 
activities, are engaging in a more novel type of food preservation—the servicing 
of large towns with fresh frozen fruit and vegetables out of season. Canning 
at Inverness, by Calindus Food Products Ltd., is only one of several new 
ventures there. Resistance Welders Ltd., makers of high-grade welding 
machinery, are rapidly expanding ; while Celotex Ltd., has ambitious plans 
for the production of wall-boarding. 

In the South, the wool textile industry remains the traditional and pre- 
dominant occupation. Nevertheless, a Dumfries factory operated by the North 
British Rubber Co. Ltd., is exporting golf balls and hot-water bottles, and is 
hoping to add the manufacture of flooring and sponges, while a new wool-like 
synthetic fibre, known as Ardil, is to be manufactured in an I.C.I. factory, 
following successful experiments at a West Coast factory. 

The supreme example of light industrial development as a diversifying 
factor in Scotland must be sought in Dundee. Over-reliance on jute has time 
and again plunged the city into depression, and the need for balancing indus- 
tries has been acute. To-day the range of industry existing and scheduled in 
Dundee is almost unparalleled. It includes watches, cash registers and calcu- 
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lating machines (all made by American firms), refrigerators, transformers, 
plastic powders, felt hats, confectionery, bobbins and shuttles, and vehicle 
springs. 

. The process of diversification is nowhere yet complete. Other and newer 
ventures are still to come—research into the industrial potentialities of sea- 
weed, for example, has suggested the commercial possibility of extracting 
products ranging from food and textiles to plastics and films. Meanwhile, 
although the setting up of new firms from Britain and overseas has been to 
some extent arrested by the cuts in the capital programme, further plans are 
on foot. Such industries as are already here will tend to cushion the worst 
effects of any depression. This influx of new industry means not only the 
gradual slackening of pressure of urban development in labour-starved London 
and Birmingham, but also means work for thousands of Scottish men and 
women, including the not-so-fit thrown up by heavy industry. 

Finally, the present contribution of the products of new factories to the 
British export programme is substantial. Scottish woollens and textiles were 
never in greater demand across the Atlantic; and whisky alone earned 59 
million dollars from America last year. Jute, linoleum, rubber goods, and the 
complete range of light engineering products are finding sure markets abroad 
which in some cases are limited only by a shortage of raw materials. It seems 
certain, therefore, that this new resurgence of light industry will be productive 
of good—both for the nation as a whole and for the growth of a sounder 
economy in Scotland itself. ‘‘ Scottish Made’’ may well become an inter- 
national sign of quality and versatility in the sphere of light industry—as it 
undoubtedly has in the heavy. 


Expanding Scottish Steel 
By J. Richardson 


COTLAND’S steel industry will establish this year a new high production 
record Total output will not be so great as the 2,400,000 ingot tons that 

Mr. John Lang, Scottish secretary of the Confederation of Iron and Steel 
Trades, has forecast, but it will certainly pass, with a good deal to spare, the 
previous record of 2,030,000 ingot tons set up in 1943. Production lately 
has been at an annual rate of around 2,350,000 ingot tons, but early in the 
year it was retarded by shortage of scrap ; well-informed quarters now estimate 
output for the full year at some 2,300,000 ingot tons. This is a significant 
figure, for it corresponds exactly with what the Government considers to be 
“the limit to the worth while expansion of the Scottish steel industry ”’. 
That was the categorical statement given to me by an official of the Iron and 
Steel division of the Ministry of Supply with the approval of the Minister, 
Mr. George Strauss, when he was in Glasgow in September. The Confederation 
has protested to the Government at the implications of what is undoubtedly 
official policy and has pointed out that ‘‘ when all the modernization schemes 
which it has in mind have been completed, minimum output of steel in Scotland 
will be about 2,600,000 tons a year”’. It is a reasonable assumption that, if 
the Government adheres to its present decision, very few of the development 
proposals advanced by the Confederation will be approved. The industrialists 
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have submitted plans—apparently differing radically from those contained in 
the reports by the British Iron and Steel Federation and the Joint Iron Council 
to the Minister of Supply in 1946—for an annual output of 2,400,000 ingot 
tons. Examination of these schemes is one of the few outstanding tasks of 
the Iron and Steel Board which, although now dissolved, is completing the 
work on which it was engaged during its two-year existence. 

Mr. Strauss made it clear that a recommendation is due to be made to 
him before the end of the year on the proposed estuary site in Renfrewshire 
for a completely integrated steel works. For the time being this matter is 
no longer controversial. Industrialists, throughout the last twenty years, 
have opposed the establishment of such a works on the specific ground that 
it can rarely be possible to justify the removal of an existing works to the 
point of discharging imported ore. They admit that the cost of transporting 
ore would be eliminated, but point with some justification to the fact that the 
extra costs in having coal delivered to the Inchinnan site would be appreciably 
heavier than the reduction in the ore freight charges. This argument seems 
conclusive in itself, but the steel makers go further and emphasize that Pitts- 
burgh is about 200 miles from the point of ore discharge on the Great Lakes, 
The Confederation, for its part, is unimpressed by such considerations, but 
has now conceded that in the country’s present economic difficulties it would 
be “ criminal folly ” to proceed with the establishment of an integrated works 
on the Clyde. Whatever the recommendation of the Iron and Steel Board to 
the Minister of Supply, it would seem that the proposal will be abandoned— 
though there is little doubt that it will be raised again, probably in about 
five years. 

Although no official decision has yet been reached on these major schemes, 
the Miristry of Supply has approved, at a total cost of over {11 millions, 
various projects which have enabled the Scottish industry to play its full part 
in the production achievements of Britain’s steel industry. A third blast 
furnace is now in operation at the Clyde Iron Works, tilting furnaces have 
taken the place of fixed furnaces at the Clydebridge works, the melting shop 
at Clydesdale has been reconstructed, and within the last few weeks a new 
tube plant has entered the production line at Mossend. These are only an 
instalment of what Scottish industrialists have in mind: whether their com- 
prehensive plans will ever be implemented depends on many things, not least 
on the form of the Steel Bill. If the Government adheres to its reported 
intention to nationalize the industry by taking over the sections engaged in 
the production of iron ore and the manufacture of pig iron and steel ingots, the 
heavy rolling sections, and the coke ovens not included under the Coal Industry 
Nationalization Act, practically the entire Scottish industry will be transferred 
to public ownership. But the steelmakers have not allowed their probable 
fate to interfere with the production of steel. 

In Scotland nearly 70 per cent. of steel is derived from scrap, and the 
industry is no longer based on native ore resources. It is because of this 
reliance on imports from abroad or from other parts of Britain that the 
Government has decided to limit the expansion of the Scottish industry, which 
is responsible for about one-seventh of the crude steel productive capacity of 
the United Kingdom. In the last twenty years or so the economic wheel has 
turned full circle. In the early thirties the Scottish industry suffered an 
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exceptionally severe decline ; but in the war years, according to last year’s 
Scottish Economic White Paper (Cmd. 7125) “ the gain by the Scottish index 
over that for the rest of Great Britain during 1940-45 is a reflection of the 
notable contribution of the Scottish industry to the war effort, a contribution 
made not only in tonnage, but also in products of special quality—alloy and 
special steels and steel castings ”’. 

In 1947, when the industry in Scotland was less affected by the fuel crisis 
than the rest of Britain, the output of ingots and metal for castings rose by 
7 per cent. from the 1946 level although production elsewhere in the United 
Kingdom remained practically unchanged. Since 1940, indeed, a striking 
feature has been the progress made by the Scottish industry when compared 
with that in England and Wales. This year’s Economic White Paper (Cmd. 
7459), presented in mid-July, showed that in 1940 Scottish steel production 
was 21.2 per cent. above the 1935-39 average, in contrast with a gain of 9.7 
per cent. in England and Wales. It is true that the Scottish steel output 
index has fluctuated widely during the last eight years, but only in 1946 was 
it lower than that for England and Wales. The pig iron production index in 
1940 was 145.2 for Scotland, but only 107.4 for England and Wales; for 
1947 it was 130.4 for Scotland, 102.4 for England and Wales. Thanks to the 
thiid blast furnace at the Clyde Iron Works, the figures for 1948 will show 
further progress. 

It is impossible to calculate how much of these improvements in output 
can be attributed to the so-called “ progressive rationalization ’’ introduced 
in the Scottish industry in 1936. The structure of the steel industry in Scotland 
was changed radically in the inter-war period, during which control of the 
then existing firms passed to various shipbuilding companies. The depression 
carried this concentration a stage further, but the process was completed in 
1936, when Colvilles brought together some 80 per cent. of the country’s steel 
capacity and before the war set up a complete modern plant for supplying the 
bulk of local requirements of pig iron for steel making. Plants at individual 
steel works have been constantly improved and production statistics emphasize 
the satisfactory results that have been accomplished. 

At the moment and for the rest of this year, according to Mr. George 
Strauss, no anxiety need be felt at the lack of raw materials. Sir John Craig, 
chairman and managing director of Colvilles, has frequently told me that his 
group “ has the plant and the men to do whatever job it is asked to do, but 
that a limiting factor from time to time is the inadequacy of raw materials ”’. 
Except for a short period at the beginning of this year, that difficulty has not 
been so pronounced in 1948 as in 1947 when only last-minute improvisation 
prevented several works from being closed. As a result, the Scottish, like the 
British, industry is setting up new output records. 

A very material factor is, of course, the absence of major disputes in the 
industry. First-class industrial relations in the steel industry are not confined 
to Scotland ; but the degree of cordiality in Lanarkshire is, at first glance, 
surprising. Upon examination, it appears less so. Every steel worker keeps 
about twenty other workers in steel-consuming industries in the West of 
Scotland in employment. The economic future of the country depends on 
adequate supplies of steel. The steel worker realizes that better than most— 
hence his production achievements this year. 
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Steel Brakes on Shipbuilding 
By William Irvin 

UDGED by the amount of tonnage ordered, 1948 has been a fairly satis- 
Jeasion year for the Scottish shipbuilding industry, but by tonnage launched 

it has been a poor one. At the time of writing, work in hand in the Scottish 
shipyards totals 200 vessels of 850,000 tons gross—150 vessels of three-quarters 
of a million tons are being built on the Clyde and the remaining 50 vessels are 
under construction in the shipyards of the East Coast. From a rough tally of 
contracts placed, it seems that the industry has also accumulated orders for 
around one million tons gross of new shipping on which constructional work 
will be started as soon as building berths become vacant. About half this 
tonnage on the books has been commissioned since the beginning of 1948. 

Such a flow of new orders would in normal circumstances be encouraging, 
but the difficulty to-day is the poor rate of output. Since the beginning of the 
year go vessels of 325,000 tons gross have been launched—55 vessels of 260,000 
tons on the Clyde, and 35 vessels on the East Coast. The Clyde industry’s 
output for 1948 will not much exceed 300,000 tons gross, less than half its 
capacity. That ratio epitomizes the whole problem of the shipbuilding industry 
to-day. Lack of steel and other components is restricting production to 50 
per cent. of what is possible, and what is necessary if the orders are to be 
overtaken. 

In a similar survey in THE BANKER last year, I emphasized that, because 
of high shipbuilding costs and uncertain delivery dates, many owners, particu- 
larly British owners, had declared their intention of holding up building 
programmes. Now it is the turn of the shipbuilders, a number of whom have 
made it clear that in present circumstances they are unwilling to submit 
tenders for new work—although requests for tenders are still fairly numerous. 
The attitude of the shipbuilders is that, because of the low rate of output, 
it would take them from three to five years to overtake the work already 
commissioned, and they are reluctant to commit themselves further until the 
outlook is more settled. 

Hence the industry is faced by the paradox of idleness in the midst of 
plenty of work. Warnings by the shipbuilders that unemployment in the 
industry was imminent have not evoked a remedy, and suspensions are now 
taking place. There have been criticisms of the workmen for not putting forth 
their best efforts, but they have been gentle criticisms because it is not easy 
to press men to work harder if to do so may hasten the day when they have no 
work to do. 

The centre of the controversy is, of course, the vexed question of supplies 
of steel. On the one hand, it has been contended that more steel for the ship- 
yards would mean that the work in hand would rapidly disappear and bring 
eventual unemployment nearer, or that steel supplies should remain restricted 
to match the delays in the delivery of other components. Leading shipbuilders 
have retorted that to accept this latter argument would be to play with fire 
and jeopardize an export industry which, at the moment, is turning out in 
this country more than half the world’s production. Mr. Henry Main, of the 
Caledon Shipbuilding and Engineering Company Ltd., said, during the summer, 
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that unemployment would be serious in Dundee if greater supplies of steel 
were not available by October, while Mr. Horace Willson, of William Hamilton 
and Co. Ltd., Port Glasgow, declared that because of restricted steel supplies 
his firm would build one ship less per year, involving a loss of £100,000 in 
wages and serious unemployment in the district. 

At the behest of the Clyde and Scottish shipbuilders, the Scottish Board for 
Industry raised the question of steel with the Chancellor of the Exchequer 
later they were promised a small increase in the allocations for the second and 
subsequent periods of 1948, and a 5 per cent. increase for 1949, to enable 
them to plan ahead. But on Clydeside it seems clear that the allocations 
for 1948 have declined steadily ; that for the fourth quarter was I5 per cent. 
less than for the first. It has yet to be seen whether the “‘ small increase ”’ will 
suffice to bridge that gap. Meanwhile, the firms have used up such reserves of 
steel as helped to sustain them last year, and are now entirely dependent on 
deliveries. 

Slack times are also in prospect for men in the finishing trades, partly 
because the shipbuilding emphasis to-day is on tanker construction; few 
passenger ships are on order. The luxury liner Caronia, now being completed 
by John Brown & Co. for Cunard White Star, is the largest liner built in the 
world since the war, and is employing 2,500 men of the finishing trades— 
joiners, plumbers, electricians, sheet metal workers. It is expected to be 
delivered before the end of the year. Some of the men now completing her 
will be absorbed in reconverting the same company’s Franconia and the New 
Zealand Shipping Company’s Kangitata, but the only passenger liner now 
building in the Clydebank shipyard is the 19,000 tons gross motorship Rangitane 
and she is in the early stages of construction. Elsewhere the outlook for the 
finishing trades is similar. Including even the small passenger vessels on order, 
the total tonnage involved in this class of work is little more than 100,000. 

Clyde launches this year to date show a wide variety of shipping and 
ownership. They include 14 cargo motoiships of 90,000 tons, 10 cargo steamers 
of 55,550 tons, nine oil tankers of 72,000 tons, eight passenger ships of 31,600 
tons, six dredgers of 9,000 tons, two whalers of 1,200 tons, a diving vessel 
(H.M.S. Reclaim from which a record diving depth was established recently) 
of goo tons, a lighthouse tender of 900 tons, five tugs for the Persian Gulf 
totalling 1,000 tons, and a sealer for Norway of 300 tons. While the bulk of 
the tonnage—4o vessels of 208,000 tons gross—is for British ownership, eight 
vessels of 30,000 tons have been launched for Norwegian owners, two of 
12,000 tons for Canadian, one of 3,500 tons for New Zealand, one of 2,500 tons 
for Argentina, one of 2,400 tons y* Portugal, one of 1,000 tons for France, 
and one of goo tons for Eire. 

Similar diversity has characterized the East Coast launchings—12 cargo 
motorships of 32,000 tons, four cargo steamers of 10,000 tons, three motor 
colliers and one steam collier of 8,000 tons, one passenger and cargo motorship 
of 5,500 tous, eight trawlers of 4,000 tons, and a barge. Twenty vessels of 
35,000 tons were for British owners, three of 6 - tons for New Zealand, one 
of 5,500 tons for Egypt, two of 5,500 tons for Norway, one of 3,000 tons for 
Nigeria, two of 2,500 tons for Portugal, and two of 1,000 tons for South Africa. 

Lithgows Ltd., Port Glasgow, have already launched five vessels, and their 
year's output will be over 50,000 tons gross ; Alexander Stephen & Sons Ltd. 
have launched four vessels with a tonnage of over 30,000 ; Scott’s Shipbuilding 
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& Engineering Company Ltd., three vessels, totalling over 20,000 tons; 
the Greenock Dockyard Company Ltd., also three vessels, of slightly smaller 
total tonnage ; William Denny & Bros. Ltd., five vessels, including three 
passenger ships for British Railways ; and Charles Connell & Co. Ltd., two 
large cargo vessels. Barclay Curle & Co. Ltd. have launched three vessels 
totalling 26,000 tons. The Clydebank concern of John Brown & Co. Ltd. had 
five launches of 73,500 tons gross in 1947; so far this year their tonnage 
launched is just over 18,000. James Lamont & Co. Ltd., Port Glasgow—a 
new name in the list—have this year launched two cargo vessels and an all- 
welded steel sealer, believed to be the first of its kind. 

On the East Coast, the Caledon Shipbuilding and Engineering Company 
Ltd. has launched four ships, totalling 22,000 tons ; the Burntisland Company, 
five, totalling 12,500 tons; Henry Robb Ltd., Leith, five, 7,000 tons; the 
Grangemouth Dockyard Company Ltd., four vessels ; and the three firms at 
Aberdeen, eleven vessels. 

The smaller shipbuilding concerns, such as the Ailsa Company, the Ardrossan 
Dockyard Ltd., and A. & J. Inglis Ltd., and the specialist concerns such as 
Ferguson Bros., Scott and Sons, Yarrow & Co. Ltd., Scotstoun, Lobnitz & Co. 
Ltd., William Simons & Co. Ltd., and Fleming and Ferguson Ltd., have all 
contributed to the year’s output, a notable feature being the amount of dredger 
building. 

Fully one-half of the tonnage building or on the books is tanker tonnage, 
comprising at least 53 vessels, with a carrying capacity of more than three 
quarters of a million tons, or more than 500,000 tons gross. Twenty-seven are 
for Norway, 23 for British firms, and three are for Panama. 

The importance of tanker tonnage at the present time was emphasized by 
the visit of Princess Margaret to the Govan shipyard of Harland and Wolff 
Ltd. in mid-September to launch an oil tanker of 12,250 tons carrying capacity, 
for the British Tanker Company Ltd. It was the fifth tanker to be launched 
by Clyde firms in 1948 for these owners, and nine more remained to be launched. 
The Blythswood Shipbuilding Company Ltd., which has already launched 
three tankers, has eight more still to launch, as well as two cargo motorships. 
William Hamilton & Co. Ltd. and Lithgows Ltd. have between them some 15 
tankers to build for Norway, while Lithgows, having launched two tankers 
for the British Tanker Company earlier in the year, have also three more in 
hand for them. 

The orders placed this year cover a total of 30 tankers of around 300,000 
tons gross, 45 cargo ships of about 200,000 tons gross, six passenger vessels of 
44,000 tons gross, and 30 or so miscellaneous craft—dredgers, trawlers, tugs, 
etc. These smail craft are intended for service in all parts of the world—some 
of the dredgers for Argentina and Western Australia, the shallow draught 
craft for Central Africa, and three paddle steamers for cargo and passengers 
on the Ganges. 

New developments are being studied and adopted on Clydeside despite 
the many difficulties confronting the shipbuilders. Welding is being more 
extensively used in hull construction, and the gas turbine is now beyond the 
experimental stage. Early this year John Brown & Co. Ltd., which had 
built three experimental gas turbines, received a contract from the North of 
Scotland Hydro-Electric Board to construct a gas-turbine of 15,000 kilowatts, 
and costing about £300,000, for the power station at Dundee. 
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International Banking Review* 


Burma 

T is announced that discussions have taken place with the United Kingdom 
|<: the subject of the conservation of the hard currency resources of the 

sterling area, and an agreement has been concluded between the two Govern- 
ments which will limit Burma’s drawings from the dollar pool to £2 millions 
in the six months to the end of December. This is quite apart from any dollars 
which may accrue to Burma from het own exports to hard currency countries. 
When political ties with the British Commonwealth were severed, Burma 
remained a member of the sterling area, and so is still technically entitled to 
use the facilities of that system. 


Canada 


An Anglo-Canadian “‘ continuing committee’ has been set up to carry out 
periodical discussions on trade matters of mutual interest to the two countries 
and to report to the two Governments on measures to ensure the highest 
possible level of trade between them. The establishment of the committee is 
the outcome of the consultations between Sir Stafford Cripps and Canadian 
Ministers at the end of September. Agreement has also been reached between 
the two Governments on the fate of the {60 millions frozen balance of the 
Dominion loan to Britain; the Canadian Finance Minister has promised an 
early announcement. 


Denmark 


Agreement has been reached with the United Kingdom on the funding of 
Denmark’s sterling debt, with effect from October 1 last. The outstanding 
balance of £22 millions is being placed to a special account with the Danish 
National Bank, and will carry interest at a rate of $ per cent. per annum. It 
is intended to repay the debt by transferring to this special account sterling 
surpluses arising from current trading, and it is hoped that by this means 
liquidation of the whole sum will be completed in four years. 


France 


The Government has recast the foreign exchange system and has, in effect, 
devalued the franc in terms of all currencies other than the U.S. dollar, Swiss 
franc and escudo. The main feature of the new system (which is described in 
detail on page 77) is that rates for non-convertible currencies will no longer 
be fixed but will be re-established at the beginning of each month on the basis 
of (1) the average mean ‘“‘ commercial ”’ rate for the U.S. dollar on the closing 
days of the preceding month and (2) the official parities existing between the 
non-convertible currencies and the U.S. dollar. The free market in hard 
currencies will be continued, for financial transactions and tourism, and the 
“commercial” rate for the dollar will be determined at the mean between its 
value on this limited free market and its official—but now theoretical—parity 
of Frs. 214. 

The Bank of France has reduced its rate of discount for trade bills and 








* Other current international banking news is discussed in ‘‘A Banker's Diary "’, on pages 69-76 
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Government short-term paper. New restrictions have been imposed on 
credit facilities provided by private banks. New deposits received after the 
beginning of October may be used only in part as the basis for fresh advances. 


Germany 


The fate of sums held in blocked Deutschemark accounts since the Western 
Zones currency reform in June has been settled. Two marks out of every ten 
held in these accounts will be transferred to free accounts. One mark in every 
ten is to be made available for investment in medium- and long-term securities 
in accordance with regulations to be issued by the Allied Bank Commission 
later in the year. The remaining seven marks in every ten will be cancelled. 

It has been officially explained that, in view of the increase in production, 
it was felt that the release of all amounts in the blocked accounts was un- 
necessary, as adequate currency and credit appeared to be available. The total 
amount that will become available for investment under the Western Zones 
plan is estimated at about 500 million Deutschemarks. 

The three Western Powers have signed an agreement for fusion of the 
French Zone with the Anglo-American Bizone for the purposes of foreign 
trade. Foreign trade operations of the French Zone are to be carried out by 
the Joint Export-Import Agency, the policies and procedures of which are 
to be introduced in the French Zone progressively and as rapidly as possible. 

A new state-controlled bank has been opened in the Soviet Zone—the 
German Investment Bank—to grant long-term credits to nationalized and 
private industries. It has a capital of 200 million Eastern marks. 

India 

The Government has announced its plans for combating inflation. They 
are stated to have been dictated by four broad considerations: to keep 
Government expenditure at the lowest possible level and increase revenue by 
all possible measures ; to procure in the shortest possible time a progressive 
reduction in prices ; to stimulate an increase in supplies of goods and services; 
and to curtail the volume of purchasing power in the hands of the public. 

As a first step towards reducing purchasing power, it has been stipulated 
that dividends distributed by public companies should not exceed the average 
of the two years ended March 31, 1948, or 6 per cent. on paid-up capital, 
whichever is the higher. Repayment of excess profits tax deposits is being 
postponed for a further period of three years, except when refunds are needed 
for purchasing capital equipment. 

The Government declares that both the Central and Provincial Governments 
must reduce their budget deficits this year, and that next year every effort 
should be made to achieve surpluses. A Committee of the Cabinet has been 
set up to review, and determine the priorities of, all development plans, so 
that expenditures on the less productive enterprises can be postponed. Pro- 
vincial Governments are advised to strengthen their finances by levying 
agricultural income-tax if they do not already do so. 

To encourage industrial production, depreciation allowances on plant and 
machinery are being modified in favour of industry. New industrial under- 
takings are to be granted exemption from income tax for a specified period ; 
raw materials and plant and machinery imported into the country for industrial 
purposes will to some extent be relieved of customs duty. 
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To cater for institutional investors seeking short-term investments, the 
Government is to issue Treasury Deposit Receipts with a currency of six, 
nine and twelve months. To stimulate savings, permissible limits for invest- 
ment in savings banks and savings certificates are being increased. 

A Government order has been issued to strengthen the control of the 
Reserve Bank of India over the banking system. The Bank is empowered to 
grant, in emergencies, advances to scheduled and unscheduled banks against 
such security as it considers sufficient. It may give directions to banking 
concerns about their lending policies so that where necessary rising prices may 
be checked by restrictions on credit facilities. It may prevent other banks 
from engaging in practices harmful to the interests of depositors. 

To prevent foreign banks transferring an unduly large proportion of their 
assets outside India, they are required by the order to maintain assets in 
India which at the end of each quarter shall not be less than 75 per cent. of 
their demand and time deposits. 


Japan 

A reorganization of the country’s banking structure has been promised 
by the Japanese Ministry of Finance. The Government’s plans are stated to 
include the establishment of a Banking Board with powers to supervise the 
entire banking structure. The Reconstruction Finance Committee which at 
present controls the granting of loans by the Reconstruction Finance Bank 
will be given the status of an advisory body. The Reconstruction Finance 
Bank itself, now working under the supervision of the Industrial Bank of 
Japan, will be expanded and turned into an independent concern. 


New Zealand 


A bill has been introduced in the New Zealand Parliament vesting in the 
Crown from the beginning of 1949 all shares in the Bank of New Zealand 
which are on the London, Sydney and Melbourne registers and still in private 
ownership. Holders will be compensated by payment of a sum to be fixed by 
the Minister of Finance, but it is stated that this sum will not be less than 
the highest cash price at which any share in the same register has been pur- 
chased previously for official account. 


Norway 


The Government’s four-year programme for economic expansion provides 
for a strengthening of the export industries and the reconstruction of the 
merchant fleet. Industrial expansion will be chiefly in the electro-chemical 
and electrelytic metal industries. To sustain this development, it is planned 
to erect new hydro-electric plants with the object of raising production of 
electricity by 30 per cent. It is estimated that foreign credits will provide 
about Kr. 4,000 millions, or 40 per cent. of the cost of the plan. 

The report emphasizes that Norway is under-developed and will require 
an inflow of foreign capital for several years after the end of the Marshall 
Plan to permit the full exploitation of the country’s natural resources. 


Rhodesia 


Agreement has been reached between the International Monetary Fund, 
the United Kingdom and the Southern Rhodesian Government for modifica- 
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tion of the gold production subsidy introduced by the Government of the 
colony earlier in the year. Legislation to this end will be introduced in the 
next session of the Southern Rhodesian Parliament. The World Fund objected 
to the subsidy on the grounds that it applied uniformly over the entire produc- 
tion field. The Government of the colony has indicated that the revised plan 
will provide for continued aid at least to low-grade mines. 


South Africa 


The Union Government has tightened its control over dealings in securities 
for account of persons residing outside the sterling area. An official statement 
explained that “‘ it would constitute a serious drain on the Union’s gold reserves 
if the Treasury were to permit persons outside the sterling area to transfer out 
of the country the proceeds of the sale of South African securities originally 
purchased in London ’’. It has therefore been ruled that no person within the 
Union may in future buy or sell a security in which a person outside the sterling 
area has an interest and that no person may sell within the Union a security 
purchased outside the sterling area without official permission. Permission of 
the Treasury must also be sought for the registration of any South African 
security into or out of the name of a person residing outside the sterling area. 

It has been thought for some time that advantage was being taken of the 
South African exchange control system to transfer funds from the sterling area, 
but it is improbable that this drain has been any large element in the heavy 
excess of South African dollar outgoings over receipts during the past six 
months. 

The policy of the Government continues to be to avoid the imposition of 
import control as a means of reducing the hard currency deficit. The possibility 
of raising a dollar loan in the United States is therefore being explored and the 
official statement on the new restrictions on security transfers emphasizes that 
the Government does not intend to discourage persons resident outside the 
sterling area from investing funds in the local share market. As a short-term 
measure, the percentage gold cover which the Reserve Bank is required to 
maintain against its liabilities has been reduced to permit the continued use of 
the gold reserve in covering the Union’s dollar gap. 





United States 


Following the quarterly meetings with the Open Market Committee and 
the presidents of the twelve Federal Reserve banks, the Federal Reserve 
Board declared that no basic changes in the Government’s banking or credit 
policies are in prospect. The discussions covered all aspects of the monetary 
situation and particularly the official decision to cling to the existing level of 
support prices in the Government long-term securities market. In the four 
months to mid-October, the Federal Reserve system purchased some $3,000 
millions of bonds with a life of five years or over in connection with the price 
support policy. Its total holdings, at $7,500 millions, now represent nearly 
one-third of the total issue of Government securities in this class. 

It is reported that although the Federal Reserve Board has endorsed the 
Government’s decision on long-term interest rates, it is pressing the Treasury 
to make a further increase in short-term rates to minimize inflationary pressures. 
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with a high degree of 


~ CONVENTENCE 


PRIVATE INVESTMENTS 


At the present time it is not easy 
to place relatively large sums of 
money where they will earn a 
good return with safety and 
convenience. 

Professional men who find 
themselves in need of such 
facilities, or who have clients in 
need of them, will find the shares 
of the Co-operative Permanent 
particularly suited to their re- 
quirements. 

Investments up to £5,000 are 
accepted, and earn interest at the 
rate of 2% per annum, with the 
Society meeting the liability for 
income tax—a yield equal to 
£3.12.9 per cent where tax has 
to be paid at full standard rate. 
Invested money is secured by 
first mortgages mainly on private 
houses: capital is free from 
fluctuation in value and is 
available on reasonable notice. 


COMPANY INVESTMENTS 
Facilities are available for 
investing Company funds, on 
advantageous terms, in the form 
of loans fixed for varying periods. 
You are invited to send for 
details of the investment services 
available through the Society and 
to assess for yourself the advan- 
tages offered by them. 





BUILDING SOCIETY 








Telephone: Holborn 2302 


Telephone: City 1161 


| 
s 





PROFITABLE 


CO-OPERATIVE 
PERMANENT 






NEW OXFORD HOUSE, LONDON, W.C.1 








CITY OFFICE: 50 CANNON ST., E.C.4 























The Easy Way 


TO INVEST MONEY 















Buy National Savings Certificates the 
Bank way—it is simple, automatic and with- 
out any additional charge to you. You just 
sign the special Banker’s Order form which 
your Bank Manager can now give you, 
authorising either a single purchase of 
National Savings Certificates, or a regular 
monthly investment. That is all you have to 
do—and with a stroke of the pen you wil 
have helped to secure your own future, and 
your country’s prosperity. 
| You can now hold 1,000 10/- units of the 
‘new Certificate, and in ten years this £500 
will have grown to £650 free of tax. Secure 
for yourself this profitable gilt-edged invest- 
iment by calling on your Bank Manager. 


eon —The Bank Wa 


| Issued by the National Savings Committee 
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Treasury Deposit Receipts 


Raised Redeemed Outstandingft 
{m. £m. £m. 

1947 June 30* .. ‘iis os 110.5 132. 1442.0 

sept. 30 .. ati a 453- 483. 1292. 

ee oa are 175.5 II0.! 1402. 
1948 March 31 .. “a a 545. 455- 1291. 

June 30 .. ie o 269. 178. 1468.0 

july 31... eis ia 41. 79. 1429.5 

Aug. 28 .. re ‘6 70. 58.5 1441.0 

Sept. 30 oe 550. 542. 1449.5 
* Periods ended on ‘last Saturday in each month, except at final month in each quarter. 
+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


1948 Net New 1948 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
Apr. 17 .- 120.0 106.0 14.0 july 1... 41.0 79.5 — 38.5 
24... 30.0 21.0 9.0 17— 

3.0 —- 3.0 a - — 
—— — » 2 70.0 
40. — 20. ‘a a8 .. —_ 
24. 35- Sept. 4 

20. 15. It 

37: 33- 18 

46. 54. 25 
60. 20. ‘ 2 

20. 30.0* 9 

51. — 31.0* 16 

* Unofficial figure. 


co0000C0 


O.E.E.C. Intra-European Payments Plan: Contributions 
and Drawing Rights 
In Millions of U.S. Dollars 


| | | | ; ya Net ; Use | Total 

| Hol- | Nor- |Swe-| Tur- ly. Bi- |Fr'n’h)| Con- ‘a c'atri-| _— Fane-gh 
E ¢ | al Z | © ese 

| land | way | den | key ‘izonia!} Zone — rights| draw- | re- pepe 

| | | | | } j | H i a jing rtsjso’rc’s|p’sit’n 

Column No. | xr | 2 | 3 4 | § 6 7 8 9 | 10 ae} i2 a | 15 | 16 | 17 | 18 








| Aus- | Bel- | Den- | 


- Fr'nce;Greece'lta 
tria | gium |mark aaS ly 


| | { | | | | | 
| °. . S22 


| 

mi | I | Z.5 | | os it 67 a | 66.6 | 63.5 | 63.5 

Balgium ..+| 4. of 72.5 |23 | | \t7 4 {218.5 | |207.5 | “5 
! | | i 1 | | 

Denmark + | 0. | 3 } | | 5. 


Austria .. +] | | 0.4] 2 


France ..+ 5 ' | } ‘: 
| j 
greece 


ltaly 








Me Ma 








' + i+ a a oe Me 


i+ 


15.6} 0.8 | 0.8 








810.4 Bz0. 4 |564. 7 |228. 8 |699.6 

+ | - |4&41+&44+&- 
| e+. 
| Same figure for both 
| + & — totals 




















| 
| 
| 


Plus signs indicate contributions made in grants or (column 17 only) by way of release of sterling balances. 
Minus signs indicate grants receivable or (column 17 only) the right to use accumulated sterling balances. 
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Appointments and Retirements 


Bank of Australasia—Mr. Ronald Henry Senior, D.S.O., has been appointed a director. 
Bank of England—Mr. A. P. Grafftey Smith, C.B.E., has been appointed a deputy chief 
cashier in the Cashier’s Dept. (Exchange Control and Overseas). 

Barclays Bank—Mr. A. W. Elliott, a manager of 54 Lombard Street branch, has been appointed 
an assistant general manager. 

Clydesdale Bank— Avr, Townhead : Mr. J. Guthrie to be joint manager. Glasgow, Laurieston : 
Mr. J. L. Campbell, from Head Office, to be manager on retirement of Mr. A. M. M. Muir ; 
Parkhead : Mr. J. Johnston to be sole manager on retirement of Mr. J. Carlyle. Fife, St. Monance : 
Mr. G. Riach, Aberdeen, to be manager of this branch, formerly under same management as 
Anstruther. Glasgow, Chryston : Mr. A. McLachlan, from St. Rollox, to be sub-manager of this 
branch, formerly under same management as St. Rollox. 

District Bank—Waterfoot : Mr. A. Hunter, from Whitehaven, to be manager. Whitehaven: 
Mr. W. W. Ainsworth to be accountant. 

English, Scottish and Australian Bank—The Hon. David Francis Brand has been appointed 
chairman of the board of directors. 

Lloyds Bank—Head Office, Advance Dept. : Mr. K. E. Hornby, from Bournemouth, to be a 
controller. Mr. H. K. Hadler, from East Dereham, to be an assistant controller. Arundel : 
Mr. J]. W. Farrington, from Whitstable, to be manager on retirement of Mr. L. C. Gordon. 
Bournemouth : Mr. F. S. Wright, an assistant controller, Advance Dept., Head Office, to be 
assistant manager. Bromyard: Mr. L. A. Dyer, from Lichfield, to be manager. Chichester : 
Mr. O. A. Coleman, of Chichester, to be sub-manager. Emsworth: Mr. E. L. McArthur, from 
Bournemouth, to be manager. Henley-on-Thames : Mr. A. S. Martin, from Grays, to be manager 
on retirement of Mr. F. Thackara. Melksham: Mr. R. A. Davis, from Taunton, to be manager. 
Mili Hill, N.W.: Mr. D. J. M. Brown, from Chelsea, S.W., to be manager. Newcastle-upon-Tyne, 
Quayside : Mr. L. J. Holt, from Grey Street, Newcastle-upon-Tyne, to be sub-manager. Salisbury : 
Mr. I. W. Sheppard, a Staff College instructor, to be assistant manager. Taunton: Mr. E.C. Bartlett, 
from Totnes, to be sub-manager. Wincanton: Mr. W. R. Downing, from Calne, to be manager. 
Martins Bank—Head Office : Mr. G. O. Papworth, assistant general manager (administration) 
has retired after 40 years’ service. Guisborough: Mr. J. A. Gardner, from Barnard Castle, to be 
manager on retirement of Mr. H. Stitt. Manchester, Shudehill : Mr. J. J. Openshaw, from Brown 
Street, to be manager on retirement of Mr R. S. H. Pawlyn. 

Midland Bank—Sir Clarence Sadd has, owing to ill-health, resigned his seat on the board 
of directors. London, Brompton Road: Mr. A. E. Harding to be manager of this branch, 
formerly under the same management as Onslow Square ; Holborn Viaduct : Mr. S. S. Blackwell 
to be manager on retirement of Mr. H. J. Edwards; Mill Hill: Mr. G. E. Askew, of Fleet Street, 
to be manager. Ashford (Kent): Mr. L. F. Revell to be manager in succession to the late Mr. 
L. R. White. Horsham: Mr. L. H. Higman, of Eastbourne, to be manager. Hove, Lansdowne 
Place: Mr. W. J. Spence, of Horsham, to be manager on retirement of Mr. A. C. Alexander. 
Liverpool, Victoria Street : Mr. W.O. Jones, of Castle Street, Liverpool, to be manager in succession 
to the late Mr. Goronwy Williams. Monmouth: Mr. G. W. Rees to be manager on retirement 
of Mr. C. R. Hooper. Newport Pagnell : Mr. G. J. Gilbody to be manager on retirement of Mr. G. 
Kendall. St. Albans: Mr. C. E. Bradshaw to be manager on retirement of Mr. E. H. Bateman- 
Jones. Stapleford: Mr. R. D. Harmer, of Northampton, to be manager on retirement of Mr. W. 
Dobson. Watford, High Street: Mr. A. W. Sturgeon, of Mill Hill, to be manager on retirement of 
Mr. S. W. Hefford. 

National Bank—Sir Cornelius J. Gregg, K.C.B., K.B.E., LL.D., has been co-opted to a seat 
upon the board in place of the late Mr. James Dwyer. 

North of Scotland Bank—Cults : Mr. J. G. Cairns, from Head Office staff, to be manager on 
retirement of Mr. G. Ironside. Banchory, Station Road: Mr. J. King, from Wellington Street, 
Glasgow, to be manager on retirement of Mr. R. W. Alexander. Glasgow, Wellington Street: 
Mr. D. Cameron, from Chief Glasgow office, to be manager. Chief Glasgow Office: Mr. R. W. 
Smart, from Paisley, to be accountant. Rothes : Mr. S. J. Milne, from Fife-Keith, to be manager 
on retirement of Mr. J. Burgess. Comrie: Mr. A. H. Maclagan, from Methven Street, Perth, to 
be manager on retirement of Mr. W. Crowley. Huntly : The branches at The Square and Gordon 
Street will be conjoined and, under the joint managership of Mr. A. Aitken and Mr. J. G. Insch, 
the branch address will be Huntly, Aberdeenshire. 

Union Bank of Scotland—County Place branch, Perth: The branches at Perth and County 
Place have been placed under separate managements, Mr. L. W. Donaldson to be manager at 
County Place and Mr. C. G. D. Tennant continues as manager at Perth. 


‘* Unstable France’”’ 

The introductory part of M. Uri’s article last month (page 15), which briefly surveyed the 
summer's political crisis in France, referred to ‘‘ M. Blum’s failure to obtain the necessary sup- 
port of his party ...”’. In the particular context, this was misleading. The intended mean- 
ing of the whole passage was that, since the Socialists were no longer the pivot of a majority, 
neither M. Blum, nor M. Ramadier later, was able to secure a majority vote for premiership. 
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